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EXECUTIVE SUMMARY

The Impact of Advance flotice Provisions
on Postdisplacement Outcomes

In the United States, plant closing legislation has been
introduced in every congress since 1973. In 1985 a bill
(H.R. 1616), which would have required companies terninating
pore than SO employees (at a single plant) to provide S0 days
advance notice, was narrowly defeated in the housec. In 1987
the Senate passed a trade bill (5. 1420) which included
provisions for a mandatory prenotification period of 30 Days.
After vetoing the Omnibus trade bill explicitly because of
its notice proviaions, the Reagan administration allowed
P.L. 100-379, the Worker Adjustment and Retraining
Notification Act (WARN) -- which contained a virtually
identical mandatory notice provision -- to become law when
it was presented in separate legislation.

The passage of WARN has not ended debate over the efficuaucy
of mandatory notice. Advocates claim that early warning eases
the adjustment problems of displaced workers and enhances
their abilitv to search for new empl yment. Prenotification
may also allow for the implementation of on-site training
and placerment programs. In some case, it may even provide the
time to implement corrective measures which may tend to
mitigate layoffs. Opponents counter that advance notice leads
to early departures of the xost productive employees, worker
sabotage, and general disruption of firm operations. By
increasing the costs of terminating workere, the provisions
may reduce hiring during periods of high demand. They may
also reduce the ability of the firm to market its products
and make it more difficult to sell the plant.

This study examines the extent to which advance notice eases
the adjustment problems associated with permanent loes of jobs
and improves on shortcomings in related previous work. A
newly available data set, the_Displaced Worker Supplement to

the January 1988 Current Population_Survey is used, which
contains information on the type and timing of notice, and on
the duration of the initia. spell of joblessness. A careful
and comprehensive examinaticn of the impact of advance notice
on postdisplacement wages is uandertaken and a switching
regresaion framework is employed to provide a preliminary
investigation of endogeneity biases. Advance notice is also
allowed to have a differential impect across population

subgroups.

Six primary findings are highlighted. Firat, prior to the
passage of the Worker Adjustment and Retraining Notification
Act, relatively few firms voluntarily provided written advance
notice of 60 days or more. Between 1983 and 1987, only 15
percent of dislocated individuals received any formal advance
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Executive Summary. Page 2 of 3 pages

notice and just over S percent were provided with written
snnouncements at least 2 months before their jobs terminated.
Specific verbal notice was also furnished relatively rarely.

Second, previous research has overestimated the extent to
which prenotification reduces postdisplacement joblessness.
This occurred because earlier data sets did not allow
researchers to distinguish between formal and informal notice.

Third, reduced form regressions continue to show that
written announcements of layoffs and plant closings increase
the probability that displaced workers obtain into new
positions without intervening joblessness. There is no
indication, however, that formal notice reduces average
nonennloyvment for those failing to do so.

Fourth, formal advance notice provided more than 2 months
prior o displacement mnay substantially raise earnings in the
new job but there is no corresponding evidence of favorable
effects for informally notified workers or for those obtaining
written warning shortly before job termination dates.

Fifth, the endogeneity of notice appears to be quite
important, especially when considering postdisplacement wages.
Unfortunately, its effects are only partially captured by the
switching regression analysis framework employed in this
study. Further research is therefore required before the
effects of mandatory notice can be predicted with confidence.

Sixth, the impact of prior notification on postlayoff
joblessness varies widely across population subgroups.

Of particular importance, relsatively large bz2nefits are
obtaired by household heads, married persons; and displeaced
workers residing in local labor markets with high rates of
unemployment. Joblessness is generally conside.ed especially
problematic for each of these groups. .

A seventh, somewhat peripheral, result is that the
determinants of postdisplacement nonemplc,ment are estimated
fairly robustly across a wide variety of regression models.
This suggests that researchers have some flexibility in
choosing the method which is most convenient for the problen
in question. For example, the linear model, which is required
for switching regressions, provides coefficient estimates
which are highly consistent with those obtained using duration
and other censored regression models.

With the passage of the Worker Adjustment and Retraining
Notification Act, the United States has joined virtually all
other industrialized countries in regulating piant ahutdowns
and mass layoffs. Given the short period of time since the
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law has taken effect, it is too early to assess the degree to
which it has changed employer behaviox or assisted displaced
workers. The results of this study, however, suggest that
provision of at least 2 months written advance notice is
likely to lead to modest benefits for displaced workers.

In particular, these persons are expected to be somewhat
vore likely to avoid joblessness and to have slightly higher
reemployment earnings. Nonemployment durations are also
substantially reduced for a number of groups for whonm
nonemployment is of special concern.

The benefits of advance notice must be weighed against any
costs to employers. Unfortunately, reliable research on the
latter is virtually nonexistent. Despite rredictions thet
customers may disappear, access to credit markets will be
impaired, productivity reduced, or absenteeism increase the
limited information which is available provides little
evidence of any serious negative consequences for busincss.

On balance, the existing research, including that presented in
this report, lends provisional support to the advance notice
legislation passed in 1988. Beyond any economic consequences,
workers favor mandatory early notification because they feel
it to be fair, while the corporste sector expresses concern
that it represents a first step towards more onerous
government inteference. Debate over the proper role of the
governrment role is likely to continue. Nontheless, employrent
security appears to have joined child labor, occupational
safety, and equal opportunity as an area where federeal
regulstion has become an accepted fact.

The report concludes by suggesting a numrber of directions
for subsequent research including: more sophisticated attempte
to control for the endogeneity of advance notice, explicit
modeling of the process by which workers become informed of
future displacements, greater attention to demographic group
variations in the effects of prior notification, and further
investigation into the importance of the timing of the recz2ipt
of advance notice. A number of improvements in the Displaced
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Chapter 1:

Introduction

Dynamic economies engage in a process which Schumpeter has described as
"creative destruction”. New enterprises are continually forming while old
ones disappear. Within existing companies, production processes change,
organizations evolve, and labor requirements adapt to an ever shifting market
Place. In the last two decades, increased international competition has
caused additional pressure and, now more than ever, long-term success requires
the ability to respond to continual flux and to strive to reach an ever moving
target. Substantial changes in labor force patterns and population
demographics have further modified work practices and norms of corporate
behavior.

One inevitable consequence of creative destruction is that jobs disappear
and, in some cases, workers are displaced from companies. Rapid advances in
manufacturing, materials, tranéportation, and telecommunication technologies
rave led to accelerating rates of structural change, while increased
international competition has added pressure for down sizing and greater use
of temporary and subcontracted labor. These factors, combined with the
secular shift of employment from manufacturing to services, have led to a rise
in the number of economically dislocated workers.

At the same time that the risk of displacement has been increasing, thz
ability of workers to find comparable new jobs has become more uncertain. The
economy was buffeted by back to back recessions of a severity unparalleled
since the great depression in the early efghties and the subsequent recovery,
which now has lasted 6 years, has been fairly strong but quite uneven. Thus

vhile unemployment rates are low on both coasts, they remain at recession
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levels throughout much of the interior of the country. Although total
employment has increased and unemployment rates are about 2 percent .ge points
below the 1980 level, manufacturing employment continues to decline, even in
economically healthy states such as Massachusetts.

Uneven economic growth, extended joblessness, declining manufacturing
employment, and a fear that well-paying jobs may be disappearing have all
increased concerns over the problems facing displaced workers. In response,
the Trade Assistance Adjustment Act (TAA) of 1974, and Title III of the 1982
Job Training Partnership Act (JTP4) provide various forms of support for
dislocated individuals including supplemental unemployment benefits, training,
and reemployment assistance. Provisions in the recently legislated omnibus
trade bill, will lead to an almost threefold increase in federally funded
training efforts targeted at displaced workers — to almost 1 billion dollars
annually. Hand-in-hand with this increased budgetary support, the United
States has recently witnessed a lively policy debate over the appropriate
government role in regulating employee dismissals. .

Most industrialized countries have legislation regulating plant shutdowns
and mass layoffs. Typically, employers are required to negotiate with
employees (or their unions) and the government in an effort to avert the
terminations. Failing this, they are usually required to provide some
combination of severance pay, advance notice, and continuation of benefits.
The period of required notice is around 1 month in Belgium, Denmark, Germany,
Greece, lIreland, Italy, and the Netherlands, and is 2 months or more in other

Western European countries (France, Luxembourg, Sweden, and Britain) and in




most parts of Canada.l Small firms and employers laying off few workers are
typically exempted from notification requirements. Some countries, such as
Sweden, coordinate labor and industrial policies through a single agency which
attempts to weigh the tradeoffs between worker dismissals and firm needs .2
Canada’s Industrial Adjustment Service operates as a catalyst in developing
adjustment strategies to redeploy workers both within and outside the firm.3

In the United States, plant closing legislation has been introduced in
every congress since 1973. f; 1985 a bill (H.F. 1616), which would have
required companies terminating more than 50 employees (at a single plant) to
provide 90 days advance notice, was narrowly defeated in the house. In 1987
the Senate passed a trade bill (S. 1420) which included provisions for a
mandatory prenotification period of 60 days. After vetoing the Ombnibus trade
bill explicitly because of its notice provisions, the Reagan administration
allowed P.L. 100-379, the Worker Adjustment and Retraining Notification Act
(WARN) — which contained a virtually identical mandatory notice provision —
to become law when it was presented in separate legislation.‘ This occurred
because of extremely widespread public sentiment in favor o mandated prior
notification (polls indicate support by more than 80 percent of the public)
and the desire to avoid making this a campaign issue in a presidential

election year.4

1 Greater detail on international advance notice requirement is provided
in Ehrenberg & Jakubson {1988, pp. 2-4). According to Hanami (1972), the
period of required advance notice is 30 days in Japan.

2 Heoks (1984) discusses Swedish policies in some detail.
3

(1986).

4 See Addison and Portugal (198%) for a fuller discussion of the events
lzading up to the passage of WARN.

The operation of the IAS is discussed Jn U.S. Secretary of Labor
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The passage of the first national legislation requiring advance notice
came after more than 40 pruposed laws at the federal level since 1979 and 125
bills in 30 states between 1975 and 1983 (Ehrenberg and Jakubson, 1988).
Prior to the federal regulation, 3 s~utes (Maine, Wisconsin, and Hawaii) had
implemented mancatory advance notice provisions, with 3 others (Massachusetts,
Maryland, and Michigan) implementing voluntary programs encouraging companies
to provide early warning or continue employee benefits.

WARN cortains numerous exemptions. Employ..s are required to provide 60
days advance notice of layoffs or plant closings except in the following
cases: 1) the company employs fewer than 100 persons ox is laying oif less
than 50 workers; 2) companies are terminating less than a third of their
workforce, unless the total number of layoffs exceeds 500; 3) closings due to
"unforeseeable" business develojments, strikes, or lockouts; 4) the faltering
company is actively seeking new capital or business; 5) the plant closing is
due to sale of a business or consolidation within a local area; 6) the workers
are offered new positions. These exclusions substantially r;duce the number
of workers who will be prenotified. Firms falling to supply adequate advance
notice are required to pay workers for the period over which notification
should have been provided and also are subject to $500 per day fines for
failure to notify local governments. Employees or local governments are
required to bring suit in federal district courts to insure compliance and
these courts determine whether an exemption applies.

The passage of WARN has not ended debate over the efficacy of mandatory
notice. Advocates claim that early warniné eases the adjustment problems of

displaced workers and enhances their ability to search for new employment.
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Prenotification may also allow for the implementation of on-site training and
placement programs. In some cases, it may even provide the time to implement
‘crirrective measures which layoffs. Opponents zounter that advanca notice
leads to early departures of the most productive employees, worker sabotage,
and general disruption of firu operations. By increasing the costs of
terminating workers, the provisiéns may reduce hiring during périods of high
demand. They may also reduce the ability of the firm to market its products
and make it more difficult to sell the plant.

This debate h«s taken place largely in the absence of informatior about
either the benefits or costs of mandatory notice. The situation has recently

improved, however, with the release of several studies using nalionally

representative data from special Displaced Workers Supplements (DWS) to the

January 1984 and January 1986 Current Population Surveys (e.g. Addison &
Portugal 1987a, 1987b; Kletzer 1987; Podgursky & Swaim 1987a, 1987b; Ehrenberg

& Jakubson 1988) .3 .
The main focus of this work has been to examine whether early notice

reduces postdisplacement joblessness. The general cornclusion is that the

5 Also see Folbre, Leighton, & Roderick (1984) for an earlier
investigation using enterprise level data for Maine. There is still little
hard evidence of the costs of advance notice to businesses. The data that is
available suggests few serious negative consequences. Productivity often
Iises, rather than falling, during the notice period and notification
sometimes results in actions which save rather than destroy the plant
(Berenbeim, 1986; Sutton, 1987). Although some employees quit after receiving
notice, the manpower losses are generally minor and do not prevent efficient
operations of the affected enterprises (Weber & Taylor, 1963). Lazear (1987)
presents evidence that advance notice is associaved with small and
statistically insignificant reductions in the employment/population ratio.
These findings are qualified, however, by his use of annual aggregate data
(for 23 countries) vhich includes relatively few changes in notification
regimes,
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average time out~of-work is around 1 month lower for notified workers than for
their non-notified peers. This occurs mostly because they are more likely to
move directly into new positions and avoid nonemployment altogethur. There is
little evidence of falling joblessness for persons who are unable to obtain
immediate ra«amployment.6 There has been less research studying the effects of
advance warning on postdisplacement wages. The little that has been done,
provides no indication that subsequent earnings are raised by prior
notification.

Unfortunately, the usefulness of earlier research is lessened because of
limitations int »rent in the data sources and methodological approaches usecd.
Three data shortcomings are particularly troublesome. First, because the 1984
and 1986 DWS provide no information cn either the duration or type of notice,
dnvestigators were unable to distingnish between written notification, verbal
announcements, and expectations of job loss in the sbsence of any type of
notice. Second, they could not differentiate the impacts of short versus
lengthy prenotification. Third, data on joblessness is limiéed to total weeks
out-of-werk between the time of displacement and the survey date, whether this
transpires in a single spell or in multiple occurrences punctuated by short
periods of employment. This is problematic for econometric duration models
which require continuous spell information. For policy purposes, we are also
often interested in the initial period of joblessness.

Previous studies have also paid relatively little attention to the
potential endngeneity of advance notice and have focused on average impacts

6 Because the DWS does not distinguish between unemployment and

nonparticipation in the labor force, the terms joblessness or nonemployment
(rather than unemployment) will be used throughout this report.

id




rather than on the potentially large variations acress worker, job, and
geographic characteristics. Endogeneity bias could cause the cffects of prior
notification to be either under or overestimated. For example, if firms more
frequently notify workers when local labor markets are depressed than vhen
they are healthy, early warning is likely to be associated with only small

reductions (or even increases) in joblessness. This occurs because new

|
I
employment is more difficult to obtain when area unemployment rates are l
elevated, rather than because prenotification delays job finding. Conversely, I
if individuals who ere especially averse to unemployment are beth more likely
to work for employers providing notice and also obtain relatively rapid
reemployment following tarminations (because they are less selective about
accepting new positions), advance notice will be negatively correlated with
pos%displacement joblessness.7 Even if the average impact of early warning is
fairly small, large benefits might accrue tc population subgroups experiencing
reemployment difficulties or foi those whose joblessness 7aises particulaz |
r.oncexrns.
Finally, the relative scarcity of analysis on the effects of advince
notice for postdisplacement wages is distressing. Related iesearch examining
the adjustment problems of displaced workers suggests that wage effects are

important and lasting. For cxample, Ruhm (19892) shows that although

postlayoff joblessness is largely transitory, a substential portion of the

7 Ehrenberg & Jakubson (1988) de.ate considerable attention to the
endogeneity problem but are unable to resolve it with any satisfaction. In
discussing their effort, they conclude *we are skeptical of our ability to use
the estimates obtained here to control for the endogeneity of advance notice
in the duration of nonemployment &nd postdisplacement wage equations™ (pp.
45).




associated earnings changes persist for long time periods.8 Policies enabling
job losers to become reemployed at higher wages are likely to yield lasting
benefits and it is important to discover whether prenotification has this
desirable effect.

This study improves on each of the above shortcomings. First, a newly
available data set (the 1988 DWS) is utilized which contains information on
the type and timing of notice, and on the duration of the initial spell of
joblessness. Second, a careful and comprehensive examination of the impact of
advance notice on postcisplacement wages is ur?-rreken. Third, a switching
regression framewcrk is employed to provide a2 preliminary investigation of
endogeneity biases. Finally, a full set of intcraction terms are included in
the switching regression modei to allow for variation in the impact of notice
across population subgroups.

Six primary findings are highlighted in the chapters which follow.

First, prior to the passage of the Worker Adjustment and Retraining

Notification Act, relativelv few firms voluntarily providsd written advance

notice of 60 days or more. Between 1983 and 1987, only 15 percent of

. dislocated individuals received any formal advance notice and just over 5

percent were provided with written announcements at least 2 months before
their jobs terminated. The evidence further suggests that specific verbal
notice was also furnished relatively rarely.
Second, previous research has overestimated the extent to which
prenotification reduces postdisplacement joblessness. This occurred because
8 Also see Ruhm (1989b) for evidence on transitory joblessness and

Jakobson (1984), Podgursky & Swaim (1987b), and Ruhm (1987) for indications of
persistent wage chonges.
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earlier data sets dic not allow researchers to distinguish between formal and
informzl notice.

Third, reduced form regressions continue to show that written
announc.ments of layoffs and plant closings increase the probability that
displaced workers obtain into new positions without intervening joblessmess.
There is no indication, however, that formal notice reduces average
nonemployment for those failing to do so.

Fourth, f=rmal advance notice provided more than 2 months prior
displacement may substantially raise earnings in the new job but there is no
corresponding evidence of fzvorable effects for informally notified workers or
for those obtaining written warning shortly before job termination dates.

Fifth, the endogeneity of notice appears to be quite important,
especially when considering postdisplacement wages. Unfortunately, its
effects are only partially captured by the switching regression fri:mework
employed in this study. Further research is therefore required before the
effects of mandatory notice can be predicted with confidence.

Sixth, the impact of prior notification on postlayoff Joblessness varies
widely across population subgroups. Of particular importance, relatively
large benefits are obtained by household heads, married persons, and displaced
workers residing in local labor markets with high rates of unemployment.
Joblessness is generally considered especially problematic for each of these
groups.

A seventh, somewhat peripheral, result is that the determinants of
postdisplacement nonemployment are estimated fairly robustly across a wide

variety of regression models. This suggests that researchers have some
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flexibility in choosing the method which is most convenient for the problem in
question. For example, the linear model, which is required for switching
regressions, provides coefficient estimates which are highly consistent with
those obtained using duration and other censored regression models.

The remainder of this report is structured as follows. Chapter 2
provides descriptive information on the frequency with which advance notice is
received and on the relationship between prior notice and postdisplacement
jchlessness, reemployment earnings, and survey date employment probabilities.
In addition to aggregate effects, we examine whether there are variations
across population subgroups. Chapter 3 follows with a probit ;egression
analys.s of the determinants of advance notice. Chapters 4 and 5 th2n examine
the effects of written and unwritten advance notice on postdisplacement
Joblessness and wage changes. This analysis is performed using a reduced form
regression models which implicitly assumes that the prenotification variables
are exogenous. Chapter 6 follows by employing a switching regression
framework to allow for the endogeneity of advance notice. Chapter 7 concludes

the report by summarizing the results and discussing implications for policy.




Chapter 2:

Advance Notice — Descriptive Information

This chapter provides descriptive information on the receipt of advance
notice, the characteristics of workers obtaining it, and on the association
between notification and postdisplacement joblessness, wage changes, and
reemployment probabilities. This general description precedes the regression
analysis of chapters 3 through 6, where & wide variety of covariates are
controlled for. It provides an initial indication of the determinants and
effects of prenotificazion. We begin this chapter by discussing the data set

used throughout this report.

2.1 Data

This report uses data from the Displaced Worker Supplement to the January
1988 Current Population Survey. The 1988 DUS contains retrospective
information on previous job histories and labor market status for a mnationally
representative sample of workers suffering permanent job loss between January
1983 and January 1968. Additional inforwation on current labor force status

- is available from the regular monthly CPS. The sample analyzed includes

workers between the ages of 25 and 60 (at the survey date) who lost jobs as
the result of a business failure, plant closure or relocation, or a layoff
resulting from slack work or position or shift abolished. Persons terminating
jobs in agriculture, construction, or the armed forces are exrluded, as are
previoucly self-employed individuals and those displaced in the month of the
survey.

The 1988 DWS includes 3 questions pertaining to advance nctice. The

first inquires whether the worker did "e§pgft a lay If or had received advance
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notice of a layoff or plant or business closing?" This inquiry, which
contains no information on either the type or timing of notice, was #.so
incorporated in the 1984 and 986 DUS supplements and provided the only
inforuation ou early notification available to previous researchers. The 2
quostions added to the 1988 DWS ask if the respondent had "been given written
advance notice that the business wculd be closed or that he/she would be laid
off" and, if so, "how long before he/she was to be laid off did he/she receive
that nc.ice?" Responses for the last question were categorized into the
ranges: less than 1, 1 to 2, and greater than 2 months.

In addition to data obtained directly from the DWS, information was used
from other sources. Variables indicating state, industry, aad occupation
unionization rates, and a dummy variable for respondents residing in right-to-
work states, were included to proxy for collective bargeining status on the
predisplacement job. The éccupation unemployment rate, state or SMSA
unemployment rate, and the average industry employment growth rate were added
to account for differences in economic conditions &cross loc§lit1es and
employment sectors. Variables measuring the predisplacement wage residual and
predicted probability of receiving unemployment insurance benefits
(conditional on experiencing some unemployment) were also included,l A
complete description of the variables used in this analysis, along with the

data sources for the merged variables, are provided in Figure 2.1.

1 some previous researchers (e.g. Addison & Portugal 1987a) have
controlled for the actual receipt of unemployment insurance rather than the
conditional probability. The receipt of UI is endogenous, however, since
workers avoiding nonemployment are generally ineligible for benefits. Workers
receving benefits will therefore almost certainly have longer average
joblessness, even in the absence of a true Ul effect.




The 1988 DWS is clearly the best data source currently available for the

study of displaced workers; nonetheless, it does contain & number shortcomings
which should be noted. First, although fairly detailed information is
available on worker characteristics, very little firm level data is included.
For example, we do not know the size of the company, collective bargaining
status of the employee, or anything about the financial status of the
enployer. As mentioned above, industry, occupation, and state level variables
have been obtained from other sources and merged with the DWS data to proxy
for these variables. This minimizes but by no means eliminates the problem.

Second, the DWS contains retrospective information on predisplacement
wages and joblessness over as much as a five year period. Retrospective data
is subject to well known "recall biases" which increase with the amount of
time since the event in question has occurred.2 A similar problem is that,
because the DWS does not obtain retrospective information for nondisplaced
workers, it is generally not possible to construct a control group of job
stayers.3 The analysis of displaced workers would ideally be undertaken using
panel data. As explained in some detail by Ruhm (1989a), this is particularly
important for investigating the time profile of displacement induced changes.
With & single wave of the DWS, there is perfect collinearity between the
amount of time since displacement and the year of job loss. Thu:, timing
effects can not be separated from the impact of economic conditions at the

2 Horvath (1982) and Akerlof & Yellen (1985) provide careful analyses of

the importance of recall bias in unemployment data. Seitchik (1989) suggests
that these biases are also significant for the earlier versions of the DWS.

©® This problem is discussed extensively in Ruhm (1989b). The best
effort to assemble an appropriate comparison group using DWS data is by Madden
(1988).
io
O
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date of termination. In principle, this difficulty could be overcome by
merging data from several waves of the DWS. Unfortunately incuonsistencies in
the type of data collected across surveys, particularly regarding joblessness,
;mke this problematic.

Third, the precise information obtained by the 1988 DUS is deficient in
several areas. Respondents are asked how many weeks they were out~of-work in
their initial spell of joblessness but no differentiation is made between
unemployment and periods of labor force nonparticipation. Although some
researchers (i.e. Clark & Summers, 1982) have suggested that there is often no
clear distinction between the two labor market states, it would still be
preferable to have them separated.

A more serious concern is the continued inadequacy of the advance notice
data. Although the 1988 DWS improves upon previous surveys, by adding
questions on written advance notice. there is still no way to determine
whether respondents expecting their jobs to terminate in the absence of
written advance notlce did so because they obtained specific” verbal
announcements or if they did so without any form of early warning. As shown
below, distinguishing betveen these two possibilities is important. The data
also provides no indication to what extent formally notified workers first
received informal information.

Finally, the 1988 DUS, like its predecessors, identifizs geographic
location at the survey date rather than the time of displacement. Since
approxirately 19 percent of the sample changes location Letween the latter and
former periods, this could lead to biased estimates of local labor market

effects. To the extent that respondents are more likely to move out of
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depressed areas and into locations with low unemployment, the impact of
regional conditions is likely to be understated. Ehrenberg & Jakubson (1988)
and Howland & Peterson (1é88) compare estimates with and without movers (for
the 1984 DUS) and conclude that these biases are quite small. Nonetheless,

the analysis of local economic effects should be interpreted with caution.
2.2 Frequency of Advance Notice

Tables 2.1 and 2.2 indicate the frequency with which displaced workers in

-— the United States received various kinds of prenotification in the 1983
through 1987 time period, prior to passage of mandatory advance notice
legislation. The first table shows proportions weighted by the inverse
probability of selection into the sample and thus presents naticnally
representative statistics. The second table shows raw (unweighted)
proportions. The weighted and unweighted percen’ages are virtually identical
in all cases.

A slight majority (52 3 percent) of displaced workers anticipated or
'received prior notice of their job loss (Table z.l. column 1). This does not
imply that formal advance notice was common. Only 15.1 percent of dislocated
individuals obtained written notice of any type and just 5.1 percent were
provided with formal arnouncements at least 2 months before the termination
(columns 5 through 7) Substantial early notice was more common for workers
displaced by plant closings than for those involved in partial layoffs — 12.4
percent of the former group received at at least 1 month of written notice

: versus 5,7 percent of the latter.
LRIC " X
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The percentage of respondeats in the 1988 DWS who expected their layoffs
is similar to the 55 and 56 percent, respectively, noted by Ehrenberg &
Jakubson (1988) for the 1984 and 1986 PWS. The proportion with written
advance notice is also close to that found in a General Accounting Office
survey of representative establishments. Analysis of the GAO data revealed
that 81 percent of workers received less than 1 month’s warning and only 5
percent obtained over 90 days notice in 1983 and 1984 (U.S. General Accounting
Office, 1987).4 The GAU defines notice to include specific information
(vhether verbal or written) concerning the date of displacemernc and workers
affected. The similarity of the GAO numbers to those for written notification
in the DWS therefore suggests that precise verbal information is rarely
prcvided.5 This implies that most workers who "expected" their jobs to
terminate, in the absence of formal notice, probably also lacked specific
unwritten information on when and whether the layoff would occur.

Tables 2.3 and 2.4 indicate the weighted and unweighted‘variable means
for subsampl ; receiviug various types of advance notice. A comparison of
columns 2 and s of Table 2.3 shows that notified workers typically had
considerably greater jeb seniority than non-notified individuals (5.8 versus
4.5 years), were much more likely to e covered by group health insurance
plans (69.6 versus 58.8 percent), and more often were involved in plant
closings (59.2 versus 45.2 percent). They were also somewhat older, more

4 gee Brown (1987) for further discussion of the GAO study. A recent
Conference Board Survey (Bercnbeim 1986) suggests that advance notice is

provided more frequently. These findings are questionable, however, because
of the non-representativeness of the sample and frequency of nonresponse.

5 1f specific unwritten notice were provided with any frequency, the GAO
percentages would be much higher than those for written notice in the DUS.

0.0
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often married or nonwhite, relatively freguently worked in slow growing
industries or occupations, and lost positions industries, occupations, and
states with relatively high unionization rates. There was no difference in
family sizes, predisplacement wages, or local unemplo)ment rates between
notified and non-notified individuals.

The distinction between formal and informal notice is sometimes
important. For instance, nonwhites are less likely than whites to expect
.displacements but receive written notification more frequently. The formal
announcements received by minorities are typically of short duration, however,
anc so are not likely to be very helpful in casing adjustmerit problems.
Probabilities of obtaining written notice more than 2 months before

displacement are relatively high for married wovkers, females, full-time

|
|
|
|
|
1
|
|
employees, respondents with long job seniority or in multiple earner
households, those covered by group health insurance plans, and persons
affected by plant closings. Thus, 89.9 percent of displaced persons receiving
more than 2 months written notice left positions providing group health
insurance, 68.8 percent were married, 72.2 involved in plant closings, and
‘their average job tenure was 8.9 years. Corresponding percenteges for non-
notified respondents were 58.8, 62.2, and 45.2 percent, respectively, with
mean seniority of just 4.5 years (see Table 2.3, columns 2 and 7).

Prenotified workers relatively frequently lest jobs in highly unionized
industries, occupation, and states. The average worker receiving formal or
informal notice left a job with industry and occupation unionization rates of

25.6 and 25.3 percent respectively; the corresponding probabilities for non-

notified respondents were 23.7 and 23.1 percent (see rows 17 and 18).

ERIC
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Similarly, notified individuals work in states with relatively high
unionization rates and comparatively rarely in states with right-to-work laws
(19 and 20). These findings accord with the common belief that unionized
workers receive more extensive information on impending job displacements than
do nonunionized individuals. Interestingly, the state and industry
unionization percentages are highly related to the probability of xeceivirg
lengthy written advance notice (>2 months) but the occupation rate is less
strongly correlated.

Llocal and sectoral economic conditions have a mixed i jact on
prenotification probabilities. Individuals displaced from cccupations or
residing in local laboxr markets with low unempioyment rates receive unwritten
advance notice fairly infrequently but obtain long durations of written notice
relatively often (rows 16 and 21). Conversely, job loss out of a slow growing
industry is associated with higher probabilities of obtaining all types of

notice (row 15).

2.3 Cons:quences of Advance Notice

Most workers experience significant joblessness following permanent job
loss. Ruhm (1989a) calculates that the average displacement leads to a more
than 13 week increase in nonemployment over & 2 year period. Adding in the
extra tine out-of-work during periods of labor force monparticipation and that
which would have occurred in the absence of the termination (e.g. during
temporary layoffs), total postdisplacement joblessness is significantly

greater.

)
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Media coverage of displacement induced wage changes typlcally emphasizes
the large earnings losses suffered by dislocated individuals. Unfortunatz.y,
some ec nomists (e.g. Bluestone & Harrison 1982) have promoted relatively
simplistic stories where displacement plies uniformly large income losses.
In reality, huwever, the interaction betweetr. permanent layoffs and subsequent
earnings is much more complicated. Between one third and half of involuntary
job changer:s earn higher wages in their new jobs than their old, while a
quarter to a third suffer 25 percent or larger earnings reductions (Podgursky
and Swaiﬁ 1987b, Ruhm 1987a). Thus, at least as many individuals benefit, in
monetary terms, as experience large losses. Given these disparate
experiences, it is unfortunate that the impact of advance notice for
postlayoff earnings has :cceived scant attention in previous research.

Descriptive information on postdisplacement joblessness, wage changes,
and reemployment probabilities is provided below. Subsequent chapters employ
regression analysis which includes controls for a wide variety of covariates.
Tables 2.5 and 2.6 present weighted and unweighted statistics on average
joblessness and wage changes for subsamples stratified by prenotificatisn
;status. The weighted and unveighted percentages are again gimilar.
Throughout the remainder of this report, we focus on the raw samplz statistics
rather than using weighted data.

The first panel of Table 2.6 presents infcrmation on expected
postdisplecement joblessness. Respondents average 27.4 weeks out-of-work in
their initial spell of nonemployment (Table 2.6, row 1).6 This slightly

6 similar firdings for the 1984 and 1986 DVS are presented in Flaim &
Sehgal (1985); Horvath (1987); &nd Podgursky & Swaim (1987a).
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understates the true extent of jobiessness since durations are top-coded at 99
weeks and are right-censored for the 19.3 percent of the sample continuously
out-of-work between the date of the employment termination and January 1988.
Females, nonwhites, and white collar workers are out—of-work for longer than
their counterparts. Surprisingly, joblessness is also slightly more extended
for persons displaced as the result of plant closings than for those involved
in partial layoffs. Workers expecting jcb terminations have slightly shorter
nonemployment than those who do not — 26.7 versus 28.2 weeks — with the
largest reductions for males, blue collar workers, and those displaced by
plant closings (see columns 2 and 3).

The second panel of Table 2.6 shows average changes in real weekly wages
between the time of displacement and the survey date for workers who are
reemployed in January 1988. The typical displaced worker earns 8.53 percent
more at the survey date than at the conclusion of the predisplacement job,
with especially rapid wage growth experienced by females, nonwhites, white
collar employees, and those losing jobs because of plant closings (see column
1). Wage outcomes are more favorable for prenotified job losers. These
individuals are paid 12.32 percent more preseparation wage levels in January
1988, while the increase is only a third as large (4.12 percent) for those
lacking advance warning (row 10). This wage advantage for notified
individuals is important for all population subgroups.

A number of previous researchers (e.g. Swaim & Podgursky, 1989) have
hypothesized that advance notice should yield the 4reatest benefits when %t is
received in writing and well before the job termination. Written notice is

thought to be more efficacious than verbal warnings because it provides more

o

o
50




-21-

precise information on the timing and nature of impending termirations.
Lengthy notice is believed to allow considerable predisplacement job search
and possibly to permit workers to begin training for new positions prior to
leaving their old jobs.7 Columns 4 through 7 provide the first indication
that these simple stories may be inadequate.

Comparing column &4 with columns 5 through 7 reveals that the shortest

average durations of joblessness and the greatest mean wi ;e gains were

ex rienced by workers anticipating displacements in the absence of written
notice. The average initial nonemployment spel. lasted 25.85 weeks for this
group but was 2.9 to 3.9 weeks longer for formally notified respondents.
Workers receiving written warnings actually experienced greater mean
joulessness tuan those surprised by the terminations. Similarly, respu..dents
receiving unwritten warning of permanent layoffs have substantially larger
average wage gains than either the group lacking notice (4.12%) or those with
any categery of written mowification (-5.55 to 5.32 perceat), A similar
pa.tern is observed when the sample is stratifled by sex, race, occupatiovn, ¢~
rezson for displacement.

Just as there is no evidence that formal notification is more beneficial
than unwritten notice, the sample means fail to indicate improved ovtcomes for
workers with longer durations of formal notice. Workers receiving written
announcements more than 2 moéths before the layoff date are jobless longer
than any other group, while the wages of individuals with less than 1 month of

7 Hamermesh (1987) has also suggested that this may allow workers to
switch from firm-specific to gene. 1 skill training.




notice grow faster than for those with more extensive written warning (see

Table 2.6 rows 1 and 10).

Advance notice may effect the distribution as well as the mean of
joblessness and wage growth. For example, previous research (see Addison &
Portugal, 1987; Ehrenberg & Jakubson, 1988) suggests that prenotification
increases the probability that workers avoid joblessness altogether, while
having little impact on the nonemployment durations of workers who fail to do
so. With this in mind, Tables 2.7 through 2.15 show the relationship between
advance notice and the distribution of both joblessness and wage changes for
subsamples stratified by race, sex, occupation, and the reason for
displacement. Also included in the tables is information on the labor force
status of displaced workers in January 1988. This may be important if,
independent of its effect on the mean or variance of the initial spell cf
nonemployment, prior notice impacts upon future reemployment or labor force
participation probabilities.

Table 7.7 shows results for the full sample. There is again strong
evidence that early warning of displacement increases probabilities of
avoiding joblessness. Only 9.6 percent of non-notified workers move directly
into new positions (within 1 week of leaving the old ones) versus 13.9 percent
of the prenotified individuals (row 5). The increase is even larger for
individuals formally notii’~d more than & month before displacement — 16.1
percent of workers with 1 to 2 months written notice are out-of-work less than
a week and 20.4 percent of those notified more than 2 months ahead of time.

The lengthy average joblessness of formally notified workers is the

result of two factors. First, the group receiving less than 1 month of

e
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written notice has uniformly high levels of unemployment. Only 8.9 percent of
these individuals are jobiess less than 1 week and 36.9 percent are out-of-
work 6 months or more (column 5). Second, the superior ability of workers
with longer written notice to avoid time out-of-work altogether is more than
offset by their relatively high probabilities of experiencing extended
nonemployment. Thus, where the probabilities of being jobless at least 6
months are 33.5 and 32.3 percent for the non-notified and informally warned
groups, 37.8 percent of persons with more tha: 2 months written warning
experience similarly lengthy nonemployment {rows 8 and 9).

The wage distributions (rows 12 through 16) incdicate that that advance
notice has a more uniform impact on survey date earnings than on
postdisplacement joblessness. The wa~es of informally notified respondents
grow faster than for any other category because they are least likely to
e::perience 10 percent or greater wage cuts and, with the exception of the
group formally notified more than 2 months in advance of the termination, are

most likely to obtain pay raises exccading 10 percent. Conversely, the poor

performance of workers with 1 to 2 months advance notice occurs because they

. both have the highest probzability of wage cuts exceeding 25 percent and least

often receive equivalent size pay increases. On the other hand, workers with
more than 2 months written notice have the highest probebilities of earning
more than 75 and 110 pexcent of their predisplacement wiges, the lowest of
taking 25 percent or larger pay reduction but have fairly small probabilities
of receiving raises exceeding 25 percent.

For the most part, these patterns hold in the stratified subsamples (see

tables 2.8 through 2.15). There is some evidence, however, that lengthy
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advance notice is associated with relatively high probabilities of substantial
wage increases for females, nonwhites, blue collar workers, and those involved
in plant closings. Minority workers also accrue substantial benefits.from
lengthy written notice, in the form of reduced joblessness, particularly due
to a substantial increase in the likelihood of avoiding all nonemployment and
spells exceeding 6 months.

Notified workers are somewhat more l.kely to be employed and to
participate in the labor force in January 1988 than their counterparts (Table
2.7, rows 1 through 3). The increase is larger for women than men and the
employment effect is especially dramatic for nonwnites (see Tables 2.8, 2.9,

and 2.13).
2.4 Summary

This chapter presents descriptive information on the uata set used in the
analysis, the frequency of advance notice, and on the relationship between
notification status and postéisplacement joblessness, wage changes, and survey
date labor fcrce status. Although a slight majority of respondents
anticipated job losses, the vast majoricy did so in the absence ofowritten
notice. Informal notice is associated with relatively brief initial spells of
noneuployment. Written notification, although it increases the likelihood
that individuals move into new positions without intervening joblessness, does
not imply speedier average reemployment. Similarly, the average wage gains
experienced by these individuals are modest or nonexistent.

The most striking finding in the chapter is the superior perfornmance of

[ERJ!:‘ informally notified workers compared to eithegﬁzyeir non-notified counterparts
s “J
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or to those receiving written notice. Although these results are obviously
preliminary, pending the wore detailed regression analysis of future chapters,
they suggest important problems with previous research examining the effects
of advance notice.

Absent any theoretical reason why formal notice should gxtend joblessness
and retard wage growth, we anticipate that persons notified in writing will do
at least as well as those receiving unwritten notice. One reason this does
not occur may be the extremely vague definition of informal notification in
the DWS, which includes "expectations" of job terminations in the absence of
any rotice, as well as verbal warnings. This could lead to biases if, for
example, better informed workers are more likely to both anticipate job loss
and to quickly find new high paying jobs once it occurs. Alternatively,
workers may be more likely to receive written advance notice in situations in

situations where equivalent new jobs are hard to come by.

?
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Figure 2.1: Description of Varisbles Used in Analysis
yarisbles Obtrined from CPS-HWS

gesitinpous Veriables

EXP = Years of Potential Labor Market Experience (Age - Education - 6)
EXPSQ = EXP * EXP

EDUC = Years of Schooling (censored at 17 years)

EDUCSQ = EDUC * EDUC

TENURE = Number of years working for the predisplacement saployer
TENSQ = TENURE * TENURE

NUMCHILD = Number of children under the age of eighteen

NUREARN = Nurber of earners (16+) in family

pummy Variables (equal to one if:)

MARRIED = Narried with spouse living in household

HEAD = Head of household

FEMALE = Female

BLACK = Rlack

QTHRACE = Rispanic, Asian, or other (nonblack) nonwhite

PUPREV = Part-time work (self—defined) in predisplacement job

HINS = Included in group health insurance plan in pre~displacement job

CLOSING = Job terminated due to plant closure or relocation

MANDSTE = Resides in state with mandatory advance notice legislation (Maine, Misconsin, or Hawaii)

VOLSTE = Resides in state with program to encourage voluntary sdvance notice (Massachusetts,
Michigan, or Maryland).

EXPECT = Displacement “expected" or advance notice received

WRITTEN = Received written advance notice of displacement

WRITGT! = Received > 1 month wricven advance notice of displacement

WRITGT2 = Received > 2 months written advance notice of displacement .

yYariables Obtzined From Other Sorwrces or Constructed

STEUNION = State Unionization Rate in 1982 (source: Statisticsl Abstract, 1988)

RTWORK = curmmy varisble indicating residence in “right-to—work" state (source: Statistical Abstract,
Joas)

URATE = national unemploymert rate for the yesr of displacement

AREARATE = nenpleyment rate in year of displacement for $HSA of residence (if resides in one of the
S0 largest) or state unemyloyment rate otherwise (source: Employment and Earnings, May 1982-3)

INDCHG = Ave. ersual growth rate of industry esployment (19 industry categories), 19806 (source:
$eotistical Abstract, <988)

OCCCRATE = Unesployment Rate by occupstion (12 categories) for 1984 (source: Statisticpl Abstrect,
1988)

T1KDINION = Ave, Unionization rate by industry (19 categories) for 1978-80 (source: Kokkenlenberg and
Sockell, 1985)

“CONION = Ave. Unfonization rote by occupation (12 categories) for 1978-80 (source: Kokkenlenberg
end Sockell, 1985)

RESID = Wage resicual: obtained from subtracting actusl log real wi e from predicted value cbtained
from an sarnings regression with controls for {ndividual charscteristics and state fixed
effects (bt not for {ndustry or occupation characteristics)

UIPROS = Probability of being elipible for unesployment benefits: obtained from probit regression

estimated for persons with >1 week of postdisplacement unemployment; regressors include

fndividus! characteristics, previous wages, and fixed effects fo;\tge year of displacement (4

varisbles?, 48 industries, 44 occupations, snd 50 states 3L
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Yable 2.1: Probebility of Receiving Advance Notice

Cweighted)
Sample No Received Iype of Motice
$ize Notice Notice
£1000's) : Ynuritten yritten (¥ months)
< =2 22

All Workers 6398 47.7X 52.3% 37.2% 5.8% L.2% 5.1%
Noles 4014 48.3 51.6 36.9 5.8 4.0 4.8
females 2884 45.8 53.2 37.6 5.8 &.4 5.5
Plant Closings 3625 41.0 58.9 41.8 4.6 5.4 7.0
Layoffs 3273 55.1 &6.9 32.0 7.1 2.7 3.0
WVhites 5849 47.0 53.0 38.0 5.6 4.1 5.3
Blacks 828 51.6 48.3 341 6.6 4.2 3.5
Other NKonwhites 201 52.7 47.3 25.4 8.9 5.6 7.3
t¥hite Collar L3214 49.4 50.5 35.9 5.0 4.2 5.4
slue Collar 577 44.8 55.2 39.3 7.1 4.1 4.7
Professional 1217 49.1 50.9 34.4 4.0 4.8 8.1
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Teble 2.2:
Probebility of Receiving Advance Notice
(uweighted)
Sample ¥o ' Received Ivpe of Notice

Size Notice Notice

Yruritten Yritten (# months)

<1 12 22
All Workers 4058 47.0% 53.0% 37.9% 6.1% &.0% 5.0%
Mates 2322 47.6 52.4 37.5 6.2 4.0 4.8
females 1736 46.2 53.7 38.4 6. 4.1 5.1
Plent Closings 2115 40.4 59.6 42.6 5.1 5.1 6.9
Layoffs 1943 54.2 45.8 32.8 7.3 2.9 2.8
whites 3529 46.6 53.4 38.6 5.9 3.9 5.0
Blacks 402 9.8 50.2 3.3 7.2 4.5 4.2
Other Nonwhites 127 51.2 48.9 28.3 8.7 4.7 7.4
white Collar 2545 4B.4 51.6 36.9 5.4 4.2 5.1
Blue coller 1513 L7 55.3 39.5 7.3 3.8 4.6
professional 705 48.1 51.9 35.9 4.3 4.4 7.4

b
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Teble 2.3:
Mean Characteristics by Type of Advance Notice:
(weighted)
All Wo Keceived Iype of Notice

forkers  Notice  Notice

Urwritten fritten (# months)

<

Personal Characteristics

Age (years) 38.0 37.7 38.3 38.2 37.3

Educstion (years) 12.9 13.0 12.8 12.7 12.8

Married (X) 64 .6 62.2 66.4 66.8 65.7

ld Head (X) 64.6 65.6 63.7 62.3 68.0

Notreriite (X) 14.9 16.2 13.7 13.0 18.1

Female (X) 41.8 41.0 42.6 42.3 41.7

# Children 1.73 1.73 1.73 1.72 1.7

¥ Esrners 1.19 1.15 1.264 1.22 1.21

Pre-Displacement Job Characteristics

Seniority (years) 5.2 4.5 5.8 5.3 5.4

Health Insurance (X) 64.5 58.8 69.6 64.6 77.0

Log Weekly Wage 5.67 5.66 5.67 5.60 5.74

Plant Closing (X) 52.6 45.2 59.2 59.1 61.9

Blue Collar (X) 37.4 35.1 39.4 39.6 45.8

Part-time (X) 9.17 8.71 9.58 1.1 6.464

Industry Employment  1.14 1.32 0.98 1.03 0.81
Growth (X)

Occupation Unemploy- 6.63 6.48 6.76 6.7 7.45
ment Rate (X)

Industry Unionfze-  24.7 23.7 25.6 5.2 28.5
tion Rate (X)

Oceupation Unir ifze- 24.3 23.1 25.4 25.1 28.3
tion Rate (X)

Geographic Characteristics

$tate Unionization  20.8 20.5 21.0 20.6 21.2
Rate (X)

Right=-to~Work 33.3 3.2 32.5 3.8 32.1
State (X7

Ares Unemployment 7.42 7.42 7.42 7.44 7.44
Rate (%)

12

38.5
13.1
61.0
70.8
16.1
43.6
1.76
1.3

7.1

79.5
5.8
68.5
36.4
.3
1.14
6.61
24.5

24,3

21.5
27.7

7.51

22

39.9
13.3
£8.8
63.0
12.3
45.0
1.74
1.44

8.9

89.9
5.92
72.2
33.8
4.07
0.70

5.9
6.4

26.6

23.1

20.2




thean Characteristics by Type of Advence Motice:

Atl

Yorkers

Personal Characteristics

Age (years) 38,2
Education (years) 12.9
Married (%) 65.4
Household Head (%) 64,6
¥omwhite (X) 13.4
female (X) 42.8
¥ Children 1.764
# Earners 1.19

No
Notice

37.8
13.0
63.3
65.8
13.9
2.1
1.73
1.

Pre-Displacement Job fharacteristics

Seniority (years) 5.2
Health Insurence (X) 65.0

Log Weekly Wage 5.67
Plant Closing (%) 52.1
Blue Collar (X) 37.3
Part-time (X) 9.55

Industry Employment 1,08
Growth (X)

Occupetion Unemploy- 6,58
ment Rate (X)

Industry Unionize-  24.9
tion Rate (%)

Ocrupation Unfoniza- 24.3
tion Rate (X)

Geographic Characteristics

State Unionizetion 20.5
Rate (X)

Right-to-tork 33.8
State (X)

Area Unemployment 7.39
Rate (X)

4.5

59.0
5.66
44,8
35.5
9.35
1.24
6.26
23.8

3.6

20.3

3.6

7.62

Table 2.4:

(urweighted)

Taceived
Notice

38.5
12.9
67.3
€3.6
12.2
43.4
1.7¢
1.23

5.9

70.3
5.67
58.6
38.9
9.73
0.94
6.69
5.9

25.2

20.7
33.0

7.36

Unwritten ficitten (# months}

38.4
12.8
67.7
1.9
1.3
L3.4
1.72
1.22

5.4

6.8
5.62
58.6
38.9
1.2
1.01
6.69
5.4

2.8

20.3

35.5

7.39

o

Iype of Notice

<

37.6
12.9
66.7
68.3
16.1
42.6
1.84
1.21

sS4

7.5
5.76
43.0
44.6
6.58
0.60

7.46
29.3

28.4

b

8.7
13.1
61.4
73.0
6.7
3.6
1.83
1.16

6.7

7.3
5.82
65.6
35.0
8.28
1.2
6.33
26.5

24.0

21.5
25.1

7.61

22

40.1
13.2
69.7
63.2
12.9
4.3
1.7
1.42

9.3

89.6
5.90
72.6
3.8
3.76
0.64
6.03
27.1

25.0

34

20.4

7.09
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Table 2.5:

Average Post-Displacament Jcblessness and
Sage Changes iy Type of Advance Notice

(weighted)

All No Received Jype of Notice
Workers Notice Notice
Unwritten Yritten (¥ months)

L] 12 22
Weeks of Joblessness s
All Yorkers 27.37 28.37 26.46 25.°4 28.49 27.75 26.89
¥ales 23.28 24.08 22.54 21.40 26.Y° 26.52 23.46
females 33.02 34.52 N 32.06 31.81 29.32 31.09
Plant Closings 27.35 28.81 26.54 26.76 25.18 27.24 23.92
Layof{s 27.40 28.02 26.65 24.76 30.87 28.89 34.61
WVhites 25.82 26.90 24.87 24 .51 26.45 26.76 26.35
Nonwhites 36.18 35.93 36.45 35.39 47.11 32.84 30.92
white Collsr 29.15 29.33 28,97 29.23 33.08 22.54 28.47
Blue Collar 24.39 26.59 22.62 20.90 23.05 36.74 3.7
Parcent Wage Changes b
All Workers 0,132 ¢.53% 13.18% 19.11% 5.73% -9.26% R PY 4}
Males 6.7% 3.56 9.65 14.41 9.12 -11.68 -5.06
females 12.85 /.15 18.26 26.09 0.15 -6.04 9.18
Plant Closings 14.49 5.89 20.75 28.58 15.69 -7.30 5.27
Layoffs 2.80 5.79 1.7 4.69 -0.96 -13.13 -2.71
Wites 9.54 5.89 13.04 19.66 0.9% -10.28 0.92
Norwhites 6.57 2.93 14.15 15.07 20.69 ~3.39 6.12
White Collar 12.52 4.69 19.31 27.34 12.69 -7.67 0.8
Blue Collsr 4.00 5.89 .74 8.07 -1.57 -11.79 3.45

8 ueeks of Joblessness calculated as 28 weeks for persons displacc) in 1987 and with right conscred

chservations,
1

o b tiage Ratio = Poct-Displscement Woge/Pre-displacement wage. Ratio calculated for reemployed
EMC workers only. - ~ "
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Table 2.6:
Aversge Post-Displacement Joblessness and

tage Changes by Type of Advance Notice
(uweighted)
ALt No Received Ivpe of Notice
Horkers Netice Notice
Unuritten prigten (¥ months)
L1l = 22

Meeks of Joblessness ®

All Workers 27.40 28.16 26.73 25.85 28,51 28.46 29.75
Males 23.25 24.26 22.33 20.88 26.33 27.75 23.92
females 32.91 33.48 32.43 32.28 31.46 29.37 37.09
Plant Closings 27.83 29.13 26.95 26.25 28.50 29.33 28.30
Layoffs 26.94 27.38 26.42 25.29 28.52 26.75 33.60
Whites 25.87 26.66 25.18 24.25 26.11 26.74 29.72
Nonvhites 37.57 37.38 37.75 28.31 41.M 36.42 29.96
wnite Collar 29.23 29.25 29.22 28.62 33.47 26.36 32.80
Blue Collar 24.32 26.18 22.83 21.49 22.33 36.00 24.04
Percent Wage Changes b

ALl Vorkers 8.53% 4,124 12.32%X 16.93% 5.32% -5.55% . 2.42%
Nales 6.16 2.31 9.61 13.35 8.42 -5.46 ~4.06
Females 11.98 6.91 16.05 21.90 0.50 -5.66 10.59
plant Closings 12.33 4.80 17.37 22.89 11.46 -2.62 4.15
Lay"ffs 4. 11 3.51 4L.78 7.94 1.05 ~11.53 ~2.71
Vhites 8.47 4.63 11.73 16.73 2.29 -6.40 0.45
omhites 8.94 0.59 16.80 18.71 22.86 -0.17 13.38
White Cotlar 11.88 6.24 17.07 3.9 8.81 -5.39 0.71
Blue Collar 3.48 0.58 5.71 8.07 1.75 ~8.60 5.48

¥ Ueeks of Joblessness calculated as 28 weeks for persons displaced in 1987 and with right censored
observations.

b Wage Retio = Post-Displacement Wape/Pre-displacement wsge. Ratio calculsted for reemployed
o workers only.

o
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Table 2.7:
Esployment Status, Weeks of Joblessness, and Uepe Changes
by Type of Advarce Notice: All bisplaced Workers

(n = 4058)
All N0 ' Recefved Iype of Wotice

Yorkers Novice Notice
Urwritten gritten (¥ months)

8 yeeks of Joblessness calculated as 28 weeks for persons displaced in 1987 end with right censored
observations.

«“ =2 2%

Jotsl 100.0% 47.0%X 53.C% 37.9% 6.1% &£.0% 5.0%
frployment Status
Employed 3.2 71.5 76,7 74.8 72.7 79.1 341
Unemployed 15.4 16.6 1.3 14.1 15.7 9.8 17.4
Out cf Labor Force 11.5 12.C 11.0 11.1 1.7 11.0 9.5
Yrks of ,'oblessness°

<1 11.9 9.6 13.9 13.7 8.9 16.1 20.4
1-4 22.0 23.0 21.0 21.8 21.9 17.9 16.9
5 -12 18.2 20.0 16.5 16.9 18.6 15.3 11.9
13 - 26 14.5 13.9 15.1 15.4 13.8 16.7 12.9
27 - 52 20.6 20.1 21.1 20.4 23.1 22.2 22.9
> 52 12.8 13.4 12.4 11.9 13.8 1.7 14.9
Censored 19.3 19.8 18.8 18.6 20.2 16.7 20.9
Yage Ratiob

< 0.75 29.5 30.5 28.5 28.7 27.6 31.5 «26.2
0.75 - 0.9 12.5 12.0 13.0 11.7 20.5 13.0 13.9
0.9 - 1.1 23.4 23.5 23.4 23.5 18.6 30.6 23.1
1.1 - 1.25 114 9.8 12.2 12.6 7.1 10.2 16.9
> 1.25 23.5 24.3 22.8 23.6 26.3 14.8 20.0

b Wsge Ratio = Post-Displacement Wage/Pre-displacement wage. Ratioc calculated for ressployed
workers ‘only. -

ERIC o
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Table 2.8:
. Esployment Status, Ueeks of Joblessnecs, and Usge Changes
by Type of Advance Kotice: NKales

N (n = 2322)
All No Received Iype of Notice

Workers Notice Motice
Ynuritten Yritten (# months)

« =2 2
Yotal 100.0% 47.6% 52.4X 37.5% 6.2% 4.0X L.8X

frployment Status

Employed 77.8 76.4 79.1 76.4 76.9 83.7 73.2
Unerployed 16.1 17.5 14.8 17.5 16.7 8.7 23.2
Out of Labor Force 6.2 6.2 6.2 6.2 8.4 7.6 3.6

Veeks of Joblessness®

<1 13.5 10.7 16.0 16.5 11.3 15.4 18.8
1-4 26.1 25.2 23.2 24.5 22.5 16.5 19.6
£ -1 18.0 19.7 16.5 16.5 21.8 15.4 10.7
13 - 26 14.86 1.5 15.1 1.7 14.8 19.8 16.3

27 ~ 52 19.6 19.4 19.8 19.3 16.9 22.0 25.0
> 52 10.0 10.6 9.5 8.6 12.7 11.0 11.6
Censored 15.0 15.4 14.7 14.2 14.8 12.1 20.5
Usge Rutiob

< 0.75 30.3 3.6 29.0 29.0 25.3 3.4 .29.2
0.75 - 0.9 12.6 13.1 12.2 11.2 16.8 9.8 15.3
0.9 ~ 1.1 3.7 23.0 26.4 24.5 22.1 29.5 22.2
1.1-1.25 11.1 9.9 12.2 12.0 8.4 13.1 18.1
> 1.25 22.3 22.4% 22.3 23.4 27.4 13.1 15.3

& uecks of Joblessness cslculated ms 28 wecks for persons wisplaced in 1987 and with right censored
otservations.

b Wage Ratio = Post-Displacenent Wage/Pre-displacement wage. Ratio calculated for reenployed
workers only.

Q :\’9
ERIC

Aruitoxt provided by Eic:
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Table 2.9:
Esployment Status, Yesls of Joblessness, and blege Chages
by Type of Advance Xotice: Females
(n = 1735)

Atl No Recefved Iype of Notice
Yorkers Notice Notice
Youeitten yritten (# months)

< =2 22
Jotal 100.0% 46.2% 53.7% 38.4% 6.1X 4.1% 5.1X
Employment Status
Employed 67.1 64.8 &?.0 68.4 67.0 3.2 3.9
Ura “ployed 146.4 15.3 13.6 13.8 17.0 11.3 10.1
Out of Labor Force 18.6 19.9 17,4 17.8 16.0 15.5 16.9
Heeks of Joblessness®
< 1 9.8 8.1 11.3 10.0 5.7 16.9 22.5
1-4 19.1 20.1 18.2 18.2 21.0 19.7 13.5
5-12 18.4 20.5 16.6 17.5 1%.3 15.5 13.5
13 - 26 146.1 13.0 15.1 16.3 2.4 12.7 11.2
27 - 52 22.1 21.1 22.9 21.9 L3 YA 22.5 20.2
> 52 16.6 17.2 16.0 16.1 15.2 12.7 19.1
. Censored 25.0 25.9 26.2 24.2 27.6 22.5 21.4
Vage Ratiob
< 0.75 28.3 28.$ 27.9 eB.2 31.2 27.7 22.4
0.75 ~ 0.9 12.4 10.2 14.2 12.3 26.2 17.0 12.1
0.9 - 1.1 23.1 24.2 22.1 27.1 13.1 3.9 .1
1.1 - 1.25 11.0 9.6 12.2 13.6 4.9 6.4 15.5
3 1.5 25.2 27.1 23.4 23.9 24.6 17.0 25.9

8 Uetke of Joblessness ¢ lculated st 28 weeks for persons displaced In 1987 end with right censored

observations.

b ¥age Retio = Post-Dizplacement vapge/Fre—displacement wage. Ratio ealculated for reecployed
workers only.




All
Workers

Jotal 100.0%
Employment Status

Ermployed 5.3
Unerployed 12.7
Out of Labor Force 12.0
Weeks of Joblessnessa

<1 1.2
1-4 23.0
5-12 17.4
13 - 26 146.7
27 - 52 17.9
> 52 12.9
Censored 17.2
Wage lzaticob

< 0.75 26.9
0.75 - 0.9 12.8
0.9-1.1 22.9
1.1-1.25 12.0
> 1.25 23.4

® uect  3f Joblessness calculated as 28 weeks for persons displaced in 1987 and with right censored

cneivations.

b Wage Ratio = Posv-Displacement Wape/Pre-displacement wage. Ratio cslculated for reempioyed

workers only.

No
Notice

40.4X

73.8
13.3
12.9

11.0
26.3
18.7
13.5
16.3
14.2

30.5
12.5
23.5

9.2
24.9

Table 2.10:
Exioyment Status, Ueeks of Joblossness, snd Uage Changes
by Type of Advarce Notice:

Plant Closings
{n = 2115)
Received Iype of Notice
Hotice
Ynuritten yritten (# months)

<« 12 22
59.6% 42.6% 5.1% 5.1% 6.9%
76.4 77.3 70.1 78.5 73.3
12.3 11.6 15.0 9.4 17.1
11.4 1.1 15.0 12.2 9.6
16.3 16.6 10.4 15.0 19.9
20.7 21.7 17.9 15.9 2.6
16.5 16.5 20.8 18.7 11.6
15.5 15.2 17.9 19.6 12.3
15.9 17.7 21.7 19.6 23.3
12.1 12.3 1.3 11.2 12.3
17.0 16.4 17.9 17.8 19.9
27.9 28.6 26.6 29.6 23.7
13.0 12.3 20.3 9.9 1.4
22.9 22.3 18.8 33.8 20.6
13.9 13.9 6.3 1.7 19.7
22.4 22.9 28.1 1%4.1 21.7
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Yable 2.21:
Esployaent Status, Ueeks of Joblessness, and Wege Charges
b Type of Advence Notice: Layoffs
(n = 1943)

All No Received Iype of Wotice
Yorkers Hotice Notice

Unwritten gritten (# months)
LR 1 22
Jotat 100.0% 54.2% 45.8% 32.8% 7.3% 2.9% 2.8%
Employment Status
Employed 70.9 69.6 72.4 711 7%.7 -80.4 7.7
Unemployed 18.2 19.2 17.1 17.7 16.2 10.7 18.2
out of Labor Force 10.9 11.2 10.6 11.2 9.2 8.9 9.1
Weeks of Joblessness®
<1 9.4 8.4 10.6 9.6 7.8 18.2 21.8
1-4 20.9 20.4 21.4 21.8 24.8 21.8 7.3
5-12 19.0 21.1 16.6 17.5 17.0 9.1 12.7
13 - 26 1%.4 1.3 14.5 15.6 10.6 10.9 4.6
27 - 52 3.6 23.1 24.2 k.2 24.1 27.3 21.8
> 52 12.7 12.7 12.7 11.3 15.6 12.7 21.8
Censored 21.6 21.8 21.4 21.7 22.0 14.6 23.6
Vage Ratiob .
< 0.5 30.1 30.6 29.5 28.9 28.3 35.1 333
0.75 - 0.9 12.2 11.5 13.1 10.7 20.7 18.9 12.1
0.9 -1.1 24.1 23.9 24.3 25.1 18.5 24.3 30.3
1.1 - 1.25 10.0 10.3 9.7 10.7 7.6 5.4 9.1
> 1.25 23.6 2.7 23.5 24.6 25.0 16.2 15.2

8 ueeks of Joblessness calculated as 28 weeks for persons displaced in 1987 and with right censored
cbeervations.

b Wage katio = Post-Displecement Uage/Pre—displacers > wage. Retio calculated for reemploysd
workers only.

Fo
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Table 2.12:
Egployment Status, Useks of Joblessness, and Uage T-~nges
by Type of Advance Notice: thites
(n = 3529)

Alt No Received Iype of Notice
Yorkers Notice Motice
Ut itten gritten (# months)

< 1=2 2
Jotal 100.0% 46.6% 53.4% 38.6% 5.9% 3.9% 5.0%
Erployment Status

Emplo d 74.6 73.2 .7 75.9 74.2 81.3 72.0
Unemployed 1.1 15.0 13.3 13.1 13.4 7.9 18.9
Out of Labor Force 11.4 11.8 11.0 11.0 12.4 10.8 9.1
Weeks of Joblessness®

<1 12.7 10.4 146.7 14.4 9.6 18.1 20.0

1-4 22.2 23.4 21.1 22.0 21.2 17.4 17.1
5-1 18.7 20.8 17.0 17.6 18.8 16.0 10.9
13 -26 15.0 14.5 15.5 15.6 15.4 16.7 13.1
27 - 52 19.7 18.8 20.4 19.7 22.1 20.3 23.4
> 52 11.8 12.2 11.5 10.7 13.0 11.6 15.4
Censored 17.4 7.5 17.3 16.0 17.3 0.2 21.1
Wage Ratiob

< 0.75 29.7 30.3 29.1 et.7 27.8 33.3 30.0
0.75 - 0.9 12.7 12.4 12.9 11.7 21.1 11.8 13.6
0.9-1.1 23.3 23.6 FAN 3.1 19.6 31.2 20.0
1.1-1.25 10.7 9.5 1.7 12.5 6.8 8.6 1.6
> 1.25 3.7 24.3 23.2 24.0 24.8 15.1 21.8

8 Leeks of Joblessness calculated as 28 weeks for persons displaced fn 1987 and with right censored
cbeervations.

b Hage P-tio = Post-Displacement Vage/Pre—displacement wage. Ratio csiculated for reemployed
workers only.




| wrud

Employed €4.1 60.8 67.4 66.1 65.0 6.7 80.8
Unemployed 23.8 6.4 21.2 21.8 27.5 20.8 7.7
out of Labor Force 12.1 12.8 11.4 12.1 7.5 12.5 11.5
Weeks of Jeblessness®

<1 6.7 4.6 8.8 8.1 5.1 4.2 23.1
1-4 20.7 21.0 20.3 19.8 25.6 20.8 15.4
5-1 14.5 15.7 13.4 11.6 18.0 12.5 19.2
13 - 26 11.3 10.3 12.3 13.4 LIS 16.7 11.5

27 - 52 27.2 27.9 | 26.4 26.2 2.2 3.3 19.2
>! 19.7 20.6 18.8 20.9 18.0 12.5 11.5

Censored 31.9 24.0 29.9 30.8 35.9 25.0 19.2
Yoge Rsriol
< 0.75 28.0 31.9 24.2 2o~ 26.% 20.0 * 5.0
0.75 - 0.% 11.5 9.0 13.7 11.6 .l 29.0 15.0
0.9 - 1.1 24.6 22.9 26.1 26.3 13.0 26.7 40.0
1.1 - 1.25 13.8 11.8 15.7 13.7 8.7 20.0 30.0
> 1.25 2.2 24.3 20.3 20.0 3.8 13.3 10.0

% uUeeks of Joblessness calculated as 28 weeks for persons disp.sced fn 198% and with right censored
observations.

b Yage Ratio = Post-Displacement Wage/Pre-displacement wage. Ratio calculated for rescployed
workers only,
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Table 2.13:
Esployment S$tatus, Ueeks of Joblessness, and Usge Changes
by Type of Advance Notice: Norshites
. (n = 529)
All No ' Received Iype of Notice
Horkers Notice Notice
Unuritten Yritten (# months)
< 12 2
Jotsal 100.0% 50.1X 49.9% 32.9% 7.6%X 4.5X 4.9%
Employment Status

L9
»




Jotsl

frployment Status
Emptoyed
Unemployed

out of Labor force

All
Workers

100.0%

7.4
11.9
16.7

Veeks of .loblessnessa

<1
1-4
5-12
13 - 26
27 - 52
> 52

Censored

usge Ratio®
< 0.75
0.75 - 0.9
0.9 - 1.1
1.1 - 1.25
> 1.25

® Leeks of Joblessness caleulated 35 28 weeks for persons displaced in 1987 and wizh right censored

obcervations.

13.0
21.3
18.9
13.5
15.1
14.2

20.5

28.8
12.1
24.4
10.2
24.6

Ho

fotice

&P 4%

70.4
12.7
16.9

10.4
23.0
21.4
12.8
18.5
13.9

20.1

27.9
12.0
24.9

8.9
26.3

Table 2.14:
Esploysent Status, Ueeks of Joblessness, and Mage Changes
by Type of Avance Motice:

16.7

thite Collar
(n = 2545)
Received Jyve of Wotice
Hotice
Ureitten Yritten (# months)

« 1=2 2
51.6% 36.9% 5.4% &.2% 5.1%
2.4 7.2 68.8 76.4 74.1
1.1 1.1 11.6 9.4 12.2
16.5 16.7 19.6 14.2 13.7
15.4 .4 9.5 21.9 23.7
19.6 20.6 18.3 19.1 14.5
16.8 17.0 21.2 16.2 10.7
14.1 14.5 11.7 14.3 13.7
12.8 19.6 22.6 18.1 19.14
14.4 13.8 16.8 11.4 18.3
20.8 20.4 24.1 171 22.9
29.6 30.3 30.4 25.8 27.4
12.2 10.5 15.2 6.7 16.7
23.9 23.5 22.8 28.8 23.8
11.3 1.3 7.6 12.1 14.3
23.0 26,4 24.1 17.9

b Wage Ratio = Post-Displacement Wage/Pre-displacement wage. Ratio calculated for reemployed

workers only.




Jotal

fmptoyment Status
Employed
Unemmployed

out of Labor force

~41-

Table 2.15:
Esployment Rtatus, Ueeks of Joblessnets, and Wage Changes
by Ty;e of Advance dotice: Slue Collar
(n = 1513)

All So '  Received Yype of Wotice
Yorkers  Motice  Notice
Ururitten yritten (# months)

Weeks of Joblessness®

<1
1-4
5-1
13 - 26
271 - 52
> 52

fensored

Wage Ratiob

< 0.75
0.75 - 0.9
0.9 - 1.1
1.1 - 1.25
> 1.25

3l =2 22

100.0% &7 55.3% 39.5% 7.3% 3.8% 4£.6%
76.1 3.4 8.4 78.8 .5 84.2 71.4
21.2 23.6 19.3 18.9 20.7 10.5 27.1
2.6 3.0 2.4 2.3 1.8 5.3 1.4
10.1 8.2 1.7 15 8.2 7.0 16.3
23.1 3.0 3.2 23.6 26.4 15.8 21.4
16.8 17.6 16.2 16.7 15.5 14.0 14.3
16.2 15.8 16.5 16.7 16.4 211 11.4
23.1 23.0 3.2 21.7 23.6 29.0 30.0
10.6 12.4 9.2 8.9 10.0 12.3 8.6
17.4 19.3 15.8 15.7 15.5 15.8 17.1
30.5 34.9 27.1 26.5 4.7 40.5 3.9
13.2 11.9 1.2 13.2 &0 7.1 8.7
22.1 21.2 22.8 23.4 14.3 33.3 21.7
12.5 11.2 13.4 14.5 6.5 7.1 21.7
21.9 20.9 22.¢ 22.4 28.6 1.9 3.9

% Ueeks of Joblessness calculated as 28 weeks for persons displaced {n 1987 end with right censored

observations.

b Wage Ratio = Post-Displacement Mage/Pre—displacement wsge. Ratio calculated for reexployed

workers only.




Chapter 3:

Determinants of Advance Notice

In this chapter, we use binary and ordered probit methods to investigate
vhich worker, firm, and geographic characteristics are associated with high
probabilities of receiving various types of advance notice. This analysis
(and the methods used throughout this study) &re essentially descriptive in
rnature, given that no structural model of the advance notifiration process is
constructed. As such, the findings may suggest which factors "cause™ advance
nctice, but can not definitively ascertain causation. The more thorough
understanding of who receives advance notice provided by this research,
however, is an essential prerequisite to building a structural model. The
role of endogenously provided advance notice is explicitly studied in chapter
6. This represents an important further step towards a more comprehensive
framework in which causation can be determined.

We begin by briefly describing the probit and ordered probit estimation
techniques used in this chapter. A latent variable representing the

propensity for receiving advance notice is defined by:
(3.1) Nt = 28 + p,

where N* §s the lutent variable, Z a vector of regression covariates, and p an
error term which is distributed N(0,1). In the binary model, the dummy
variable N is equal to 1 if the requisite type o»f advaace notice is obtained

and M equals 0 if it is not. The nonrestrictive normalization

(3.2) N = if N* 0,




43—

is typically used.

This implies that

(3.3) N = if [ ~Z8.

0 s
Wwith individual data, this model is estimated using maximum likelihood
nethods. The probability that N equals 1 [0] is F(.) [1 - F(.)], for F(.) the
c.d.f. of the standard normal distribution evaluated at Z8. The log-
likelihood function is therefore:

(3.4) L(B) = 2 1n[l~F(.)}+Z InF(.)

Ni-O Ni-l

and positive B coefficients iumply increasec probabilities of receiving notice
The ordered probit case is only slightly more complicated. Consider the
situation with three discrete outcomes which have a natural ordering (i.e. no
written notice, written notice of less than k months, written notice of
greater than k months). The same latent variable framework as in (3.1) is

employed, however in this case, observed ocutcomes are:

2 N 2 Kk B = k=28
(3.5) N = 1 1f 0 < Nt < k or k=28 > g > -28.

0 N+ < O B s =28

Haximum likel! 1 is again used to estimate the regression coefficients.

ERIC
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3.1 Full Sample Results

Probit and ordered probit results on the probability of receiving various
types of advance notice are presented below. In order to insure that the
estimated coefficients are not sensitive to the particular set of included
independent variables, preliminary regressions were estimated using a variety
of covariates. Results of these runs are summarized in Tables 3.1 and 3.2.

The dependent variable EXPECT indicates whether respondents received
notice of or otherwise expected their displacements (see Table 3.1). 1In Table
3.2, WRITTEN, shows whether respondents were nutified of the job termination
in writing. The tables show coefficient signs for covariates in each of 8
specifications and indicate ranges of values for the associated t statistics.
A blank tpace indicates that the covariate was excluded from the regression in
question. In model 1, the only regressors are personal characteristics (age,
education, sex, etc.). Subsequent models include more comprehensive controls,
with model 8 containing a total of 165 independent variables including a
complete set of industry, occupation, state, and year dummy variables,
?ersonal traits, individual/firm characteristics, and area unemployment rates.

The tables reveal a striking stability of the coefficient estimates
across regression regimes. Therr ls only one where a variable which is
statistically significant in one regression takes the opposite sign in
another.1 In addition to stability of the coefficient signs, the t statistics

1 The exception is job tenure in Table 3.1. The coefficient on this
variable is significantly positive in model 1 but becomes statistically
insignificant when hours of work, the reason for displacement, and health

insurance coverage are contreclled for. In one regression (model 4) the
coefficient is insignificantly negative.

45
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are generally similar across models. For instance, the regression coefficient
is more than twice the standard error for health insurance coverage and for
the plant closing dummy variable in all 8 models. This implies that there is
considerable flexibility in 'the choice of supplemental regressors.

The remainder of this chapter describes estimates of model 3. This
represents a compromise between parsimony and completeness. Covariates are
included for iIndividual traits, person/firm characteristics, as well summary
measures of industry, occupation, and gesgraphic factors. The full set of
industry, occupation, area, and year dummy variables is excluded, since these
add 1little predictive power while dramatically reducing degrees of freedom.

Table 3.3 presents full sample estimates of the binary and ordered probit
models. EXPECT and WRITTEN have alrezdy Deen defined. WRITGT1 (WRITGI2) are
dependent variables equal to 1 if written notice of greater than 1 month (2
months) is received and to O otherwise. ADVTIME, the dependent variable in
the ordered probit model, is equals O in the absence of written notice and is
set to 1, 2, and 3, respectively, for formal notice of <1, 1 to 2, and >2
months duration.?

Individuals covered by group health insurance, married workers, females,
and especially worker: involved in plant closings are more likely than their
counterparts to have anticipated their displacements (see column 1). The same
is true for persons displaced from highly unionized industries or occupations,
and for those residing in states with mandatory advance notice regulations.
Or. the other hand, voluntary programs encouraging advance notice have no

2 Because of the high multicollinearity, the ordered probit model did

not convergz when the "ull set of covariates was $ncluded. Some jndependent
variables were therefore excluded from the ordered probit estimates.
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statistically discernible effect and there is no evidence that state

unionization rates, right-to-work laws, or the area unemployment rate affect
advance notice propensities.

These results are largely consistent with the descriptive findings in
Chapter 2, although the importance of race, industry growth rates, and
occupation unemployment rates decline once other factors are controlled for.
The small and insignificant coefficient on the earnings residual also confirms
Ehrenberg & Jakubson (1988) finding that notified workers do nmot "pay" for
advance notice by receiving a negative compensating wage differential cn the
predisplacement job.3

Factors which raising the probability that displacements are expected
also genmerally increase the propensities of receiving formal advance notice.
Thus, written notice and lengthy prenotification is more common for females,
workers involved in plant closings or covered by group health insurance plans,
highly unionized occupations, and states with mandatory advance notice
provisions (see columns 2 through 5). Preseparation employment in a highly
unionized industries raises the probability of receiving short but not lengthy
durations of written notice.

Increasing seniority raises the probability of being form.lly notified
far more than it increases the more general awareness of impending
displacements. Persons obtaining written notice receive significantly higher
wages than their counterparts. This means that workers not only do not "pay"

3 Ehrenberg & Jakubson also $ndicate the positive effect of health
insurance coverage and the industry unionization rate on advance notice

probabilities. They do not examine vhether there is a separate plant closing
effect.
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for formal notice, they are actually receive a wage premium prior to obtaining
it. The union effect is also larger for written than general notification and
members of multiple earner households have high relative probabilities of

being formally warned. Finally, slack local labor markets or high cccupation

unemployment rates reduce the probability of obtaining written notice.
3.2 Demographic Group Differences

Tables 3.4 through 3.6 display coefficient estimates for the probit and
ordered probit regressions on subsamples stratified by gender and reason for
displacement. The positive effect of health insurance coverage on
notification probabilities is uniformly large for all types of advance notice
and across subsamples. Displacement due to plant closings, however, raises
the likelihoo of prenotification much more for males than females

There are a number of other important demographic group differences.
Education increases the probability of receiving substantial ;ritten notice
for males and laidoff workers but not for these involved in plant closings or
females. Married women and laidoff workers are less likely than their
counterparts to be receive early warning (particularly formal notice) but
members of these groups with positive preseparstion wu_~ residuals obtain
written announcements relatively frequently.

Displacement due to plant closings raises prcbabilities more for males
than females, 8s does being the head of household. The number of children,
however, is positively related to written notice probabilities for females but
not males. Blacks appear less likely than whites to be notified prior to

1ayo£f; but the reverse may be true before plant closings.
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Interestingly, the impact of mandatory state regulations is concentrated
on workers involved in partial layoffs. This probably occurs because firms
closing plants are more likely to notify their employees in the absence ‘of
legiszlated requirements. Similariy, written notification becomes more likely
prior to layoffs, but not plant closures, as the industry unionization and

employment growth rate increases.

3.3 Summary and Implications
°

Although a full understanding of the determinants of advance notice must
await the development of a comprehensive model of layoffs, the results in this
chapter are informative. Some are expected, such as that unionized and high
seniority workers receive notice more often than other groups. Others are
less easy to explain. For example, it is not clear why displaced workers in
multiple earner families are prenotified more frequently than those providing
sole financial support.

One of the most interesting findings is that workers do not pay for
advance notice by receiving a negative compensating wage differential. To the
contrary, desirable working conditions and advance notice often go together.
Prenotificd individuals are relariwely likely to have worked in jobs providing
group health insurance coverage and those vith written advance notice actually
received positive wage residuals in their former positions.

A number of factors (i.e. state level regulations, education, and high
industry unionization or employment growth rates) raise advance notice
propensities prior to partial layoffs but not plant closin, . This, combined

£
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with wore frequent notice for workers involved in plant shutdowns, suggests
that p.notification is more often viewed as a cho’ce decision by exployers in
the case of mass layoffs than for plant closings. It also implies that the
recently approved federal legislation is likely to incrsase notification rates
more for the former group than for the latter.

Finally, there are important genc-r differences in advance notice
propensities. As with male/female differentials in wages and working

conditions, a full explanation of these disparities is likely to be cifficult

to obtain but prodzdly includes some combination of choice and uiscrimination.




~50-

Table 3.1: Summary Results of Probit Regressions
Dependent Varisble = BXPECT (n = 3577)

M ) o) “) ) ) wm (8)

EXP + + + + + + * +
EXPSQ - - - - -1 - -1 - -1
EDUC + + + + + + - -
£DUCSe - - - +
TENURE + +
TENURESQ - +
MARRIED +2 .
HEAD - - - - - - - -
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BLACK - - -
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PRIPREV +
+*
+*

-
-t wb = W
- eh =
- wd b =h

-
-

]
t

&~
&~

HLTK INS

CLOSING
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OCCUNION
MANDSTE
VOLSTE
UIPROB

~»
+& 4+ 4+ 4
~»
4+ &+ 4+ 4
O
+& 4+ 4+ 4
~»

+ + + 1
1+ + 1
1+ + 1t
+ 1
+ t
t

1
1
1
t
t
1

+ 4+ s
W
w

+ 4+ 4 4+ 4
~n

LR I R 2R R AR
+

# Ind Dumies
go0cc ™
% Year %
4 State *

19
12

3.3

0o 0 o0 o
[ B = = = ]
0o 0 0o
[ 2 = - = ]
oo MmN
orf 5
b

S0

-2 57.75  154.7%  184.30  184.97 187.52 253.77 277.42 J21.01

D.F. 13 17 27 28 3 58 119 155
1 T statistic is greater than 1.0
2 T statistic is greater then 1.5

3 T statistic {s grester then 1.75

oy
W

EMC 4 7 stotistic is greater than 2.0

P




~51-~

Teble 3.2: Samary Results of Probit Regressionc
Dependent Variable = WRITYEN (n = 3577)
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EXPSQ + + + + +
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EDUCSQ
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TENUPESC
MARRIED
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OCCUNION
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Regressor

EXP

EXPSQ

EDUC

EDUCSe

TENURE

TENS?

MARRIED

READ

FEMALE

BLACK

OTHRACE

HUMCHILD

NUNEARN

PRIPREV

HINS

CLOSIKG

RESID

STEWION

ATHORK

URATE

AREARATE

INDCHG

EXECt

5.5E-3
€0.57)
-1.9E~%
€0.33)
9.0E-3
€0.17)
-1.3E-4
€0.06)
3.26-3
€0.33)
2.4E-4
€0.71)
0.107
€1.76)
~-0.038
€0.64)
0.112
€1.91)
-0.103
€1.40)
-0.182
(1.43)
-0.021
€1.06)
0.020
€0.78)
0.212
(2.46)
0.331
(6.05)
0.355
(8.05)
-0.033
(0.66)
3.7E-3
€0.95)
0.044
€0.71)
1.0e-3
€0.04)
-9.36-3
€0.87)
0.015
(1.29)
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Yoole 3.3:

Advance Notice Probit Regressions: All Sorkers

i Pr
Written

-0.016
(1.33)
1.7~
€0.65)
-0.014
€0.22)
1.6E-3
10.64)
0.044
3.99
~B.3E-%
(2.16)
-0.112
(1.51)
0.123
(1.64)
0.207
(2.83)
0.043
€0.48)
0.281
(1.97
0.024
(1.02)
0.070
(2.28)
0.108
(0.94)
0.385
(5.36)
0.167
(3.07)
0.137
(2.16)
6.Te-3
(1.40)
~0.121
1.36)
-3.9¢t-3
€0.14)
-0.0%6
€(1.19)
0.023
(1.58)

i timates

pritgel

-0.018
(1.3
2.2
€0.71)
~0.118
(1.64)
5.6E-3
(2.00)
0.062
(4.80)
-1.26-3
(2.68)
-0.150
(1.69)
0.089
€1.00)
0.171
(1.97)
0.061
€0.57)
0.190
€1.14)
0.022
€0.78)
0.097
(2.69)
0.157
(1.12)
0.36%
(4.15)
0.408
6.14)
0.165
(2.16)
7.16-3
(.27
~0.246
(2.61)
-4 .5€-3
€0.14)
-0.017
(1.08)
2.0E-3
€0.11)

o7

pritgte

-0.018
€1.06)
2.1E%
€0.55)
-0.15%
(.7
6.9e-3
(2.02)
0.059
(3.78)
-9.4E~%
(1.85)
<0.168
€1.55)
-0.036
€0.32)
0.155
€1.41)
0.029
€0.20)
0.189
€0.95)
4 &E-3
€0.12)
0.150
(3.48)
0.070
€0.35)
0.519
(4.14)
0.453
(5.30)
0.112
(1.14)
0.018
€2.52)
~0.148
(1.2n
7.2E-3
€0.17)
~0.042
(2.13)
-0.022
(1.00)

Ordered
probit Estimstes

-8.6E-3
(2.65)

0.021
€1.64)

0.024
(5.41)

-0.098
(1.3%
0.118
€1.55)
0.477
(2.427
0.034
(0.38)
0.212
€1.46)
0.015
€0.63)
0.083
(2.74)
0.095
€0.83)
0.426
“6.07)
0.223
(3.95)
0.131
€2.03)
8.8e-3
(1.91)
-0.129
(1.68)
2.98-3
€0.11)
-0.023
(1.73)
~4.BE-3
€0.46)
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OCCRATE 8.56-3 9.2-3 -0.031 -0.057 0.010
(0.84) (0.73) (2.05) (2.74) (0.99)
INDURION 6.06-3 8. 9E-3 -1.66-3 -3.26-3
(2.55) (2.12) (0.46) (0.73)
OCCUNION 4.0E-3 4.56-3 5,86-3 9.08-3
a7 (1.57) (1.69) (2.02)
MANDSTE 0.251 0.219 0.243 0.253 0.251
(1.81 (1.43) (1.41) (1.22) .71
VOLSTE 0.073 0.058 1.86-3 0.09% 0.064
(D.88) (0.62) (0.02) (0.75) (0.71)
Dep. Kean 0.530 0.160 0.094 0.051
/o 0.078 -1.060 -1.456 -1.892
m @ ) (%) %)

Hotes:

-

. Regressions estimated by maximum likelihood probit. Absolute values of ssymptotic T statistics in
parentheses.

2. Binary Probit Dependent Variables (equal one if):

Expect: expected displacement (whether notice was format or informal).
Mritten: written udvance notice was received.

Yritgtl: more than one month’s written advance notice received.
Mritgt2: more than two month’s written edvance notice received.

3. Ordered Probit Dependent Varisble:

Advtime = 0 {f no written advance notice received;
= 1 if less than one sonth written advance notice received;
= 2 if between one and two months written advance notice received;
= 3 if greater than two months written advence notice received.

&. Some varisbles are excluded from the ordered probit model because of their high collinearity uith other
included varisbles.
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ngrg;sor

EXP

EXPSQ

EDUC

EDUCSQ

TENURE

TENSQ

MARRIED

HEAD

FEMALE

BLACK

OTHRACE

RUMCHILD

WUMEARN

PRIPREV

HINS

CLOSING

RESID

STEUNION

RTWORK

URATE

Kates

-2.7e-3
€0.21)
-9.3e-5
€0.32)
0.033
€0.50)
-8.7E~4
€0.34)
2.7e-3
(0.22)
2.8E-4
€0.68)
0.213
(2.12)
-0.118
(1.07)

-0.078
€0.75)
-0.162
€0.95)
=0.045
(1.69)
~2.36-3
{0.07)
0.284
€1.73)
0.361
L.77)
0.323
(5.50)
-0.057
€0.86)
~2.7E-3
€0.51)
~0.028
€0.33)
0.019
(0.63)
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Table 3.4:
Advance Notice Binary Probit Regressions:
Peperdent Variable = EXPECT

females

0.016
€1.14)
~3.3E-4
(1.03)
~0.039
€0.45)

1.6E-3
€0.48)

5.26-3
€0.30)

3,284
€0.41)

0.166
(1.32)

0.077
€0.61)

-0.159
(1.48)
-0.209
(1.07)
-1.56-4
(0.01)
0.035
€0.50)
0.218
(2.01)
0.305
(3.78)
0.41
6.03)
£.042
(0.52)
0.012
(2.01)
0.13%
(1.37)
~0.016
€0.43)

Plant Ctosings

0.019
(1.3%)
—4 .26
(1.40)

6.0E-3
€0.09)
-1.Te-4
(0.07)

6.7E-3
€0.53)

9. 165
(0.21)

0.193
(2.28)

3.0E-3
€0.04)

0.123
(1.51)

0.010
€0.10)
~0.091
€0.52)
~0.053
€1.95)

7.5e-3
€0.21)

0.228
(1.88)

0.372
(4.89)

+0.0%0
{1.28)
1.7E~3
€0.31)
0.051
(6.57)
0.027
€0.868)

fovotfs

~4.5E-3
€0.32)
~3,42-5
€0.11)
0.019
(0.20)
2. 4E~4
€0.07)
~2.2E-3
€0.15)
5.7e~4
€0.96)
0.025
€0.28)
-0.103
(1.17)
0.075
(0.87)
-0.251
(2.28)
-0.298
{1.57)
0.012
€0.41)
0.043
€1.16)
0.183
(1.47;
0.303
(3.78)

0.021
€0.28)

5.98-3
€1.07)

0.012
€0.13)
~0.024
€0.74)
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AREARATE -0.039 0.034 -0.035 0.019
(2.75) (2.02) (2.34) (1.21)
INDCHG 3,463 0.038 -1.08-3 0.040
€0.24) (1.88) (0.05) €2.45)
OCCRATE 0.013 1.26-3 3.4E-3 0.011
£1.03) €0.07) €0.23) €0.76)
INDUNION 4.36-3 0.010 -1.82-3 0.016
€1.42) (2.56) (-0.55) (4.44)
OCCUNION 4. TE-3 4.26-3 1.96-3 8.4E-3
€5.64) €1.07) (0.35) (2.53)
MAKDSTE 0.032 0.539 0.017 0.440
€0.17) 2.51) €0.09) (2.18)
VOLSTE 0.102 0.043 0.121 0.014
€0.93) €0.34) (1.08) €0.11)
Dep. Mean 0.526 0.535 0.59% 0.459
#R/o 0.069 0.093 0.245 -0.109

See Table 3.3 for descriptive information.
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Table 3.5:

egressor Males Females
EXP =0.026 —4.0E-3
(1.58) €0.227
EXPSQ 4.1E-S -6.2E-5
(1.11) €0.16)
EOUC 0.047 -0.095
€0.52) €0.98)
EDUCSe ~2.0E-4 4.0E-3
€0.06) (1.06)
SERURE 0.057 0.026
(3.93) 1.3
TENSQ -1.2E-3 2,184
2.62) €0.25)
MARRIED -3.037 -0.332
€0.30) {2.23)
HEAD 0.257 -0.081
(1.77) €0.54)
FEMALE
BLACK -0.015 0.071
€0.11) €0.56)
OTHRACE 0.349 0.184
V1.87) €0.82)
KUMCRILD -0.018 0.077
€0.55) (2.13)
NUHEARN 0.050 0.089
(1.14) €1.89)
PRTPREV 0.144 0.212
€0.67) (1.46)
HINS 0.284 0.487
.™ 6.71)
CLOSING 0.200 0.131
(2.76) €1.55)
RESID 0.016 0.344
€0.20) (3.32)
STEUNION 2.3e-3 0.011
€0.35) (1.51)
RTWORK -0.21? -0.911
2.7 €0.09)
UPATE =0.02. 0.021
€0.68) €0.48)

b1

advarce Botice Binary Probit Regressions:
Deperxient Varisble = WRITTEN

plant Closings

-0.024
€1.46)
&.1E-4
€1.18)
-0.021
(-0.27)
1.86-3
€0.58)
0.052
3.57)
-1.1E-3
(2.38)
-0.077
€0.76)
0.111
€1.10)
0.146
€1.48)
0.144
€1.22)
0.298
€1.52)
0.028
€0.87)
0.034
€0.81)
-0.071
€0.43)
0.424
4.37)

0.011
(0.12>

7.2E-3
(1.08)
~0.162
€1.50)

T.7E-3
€0.20)

Leyoffs

1.8
€0.01)
~3.1E-4
€0.71)

0.110
(0.71)
-2.6E~3
(C.46)

0.032
€1.78)
-2.5E-4
€0.36)
-0.160
€1.42)

0.139
(1.v)

0.267
€2.43)
-0.112
0.79)

0.247
€1.15)

0.015
€0.61)

0.126
(2.73)

0.288
€1.74)

0.339
3.10)

0.311
(3.24)

7.5E-3
(1.08)
~0.058
€0.49)
-9.4E-3
€0.22)




AREARATE -0.028 6.86-3 ~0.034

(1.57) €0.33) €(1.30)
INDCHG 0.027 3.28-3 -0.016
€1.52) €0.13) €0.79)
OCCRATE 0.021 -0.014 . &.6E-3
(1.37) . €0.66) €0.27)
IRDUNION 8.4E-3 §.7E-4 -6.4E~3
€2.33 €0.12) (1.60)
OCCUNICH 4.1E-3 T.E-3 6.4E-3
(1.13) (1.46) €1.65)
HANDSTE 0.239 0.242 0.049
(1.12) €1.05) (0.22)
VOLSTE 0.028 0.125 0.220
€0.22) €0.85) (1.83)

Dep. Mean 0.161 0.160 0.179

#R/0 -1.004 -1.085 -0.988

See Table 3.3 for descriptive information.
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sggrgssor

EXP

EDUC

TERURE

MARRIED

HEAD

FEMALE

BLACK

OTHRACE

NUMCHILD

RUMEARN

PRTPREV

HIKS

CLOSING

RESID

STEUNION

RTHORK

URATE

AREARATE

IKDCHG

OCCRATE

HANDSTE

VOLSTE

Males

~8.7e-3
(1.95)
0.031
(1.85)
0.025
€4.54)
-0.021
€0.17)
0.256
£1.81)

~0.010
(0.08)
0.267
(1.42)
-0.030
(0.83)
5.072
(1.65)
0.125
€0.61)
0.383
(3.78)
0.292
(3.78)
~6.4E-3
€0.07)
7.4E-3
€1.18)
-0.172
€1.62)
-0.033
(0.93)
-0.030
€1.70)
-7.0e~3
€0.52)
0.024
(1.83)
0.274
1.37)
0.058
€0.46)

See Table 3.3 for descriptive information.

Table 3.6:
Advonce Notice Ordered Probit kegressions:
Dependent Variable = ADVTINE

femates

~6.1E-3
€1.19)
5.5E-3
(0.27)
0.023
(2.70)
-0.331
(2.24)
-0.087
€0.59)

0.053
€0.42)
0.150
€0.64)
0.073
€1.94)
0.071
€1.97)
0.187
(1.24)
0.465
(4.48)
0.151
€1.74)
0.347
(3.33)
9.3E-3
€1.32)
~¢.077
€0.65)
0.050
€1.20)
~6.76-3
€0.32)
~7.9-3
€0.45)
-0.013
(0.72)
0.295
(1.32)
0.124
€0.89)

plont Closings

-6.96-3
(1.55)
9.1E-%
€0.527
0.021
(3.67)
-0.043
£0.44)
0.130
(1.26)
0.129
(1.30)
0.124
€1.05)
0.284
€1.43)
7.7e-3
€0.23)
0.067
€1.59)
-0.074
€0.44)
0.498
(5.12)

1.26-3
0.01)
9.86-3
(1.53)
~0.166
€1.9%)
7.68-3
(0.22)
-0.034
(2.01)
2.5e-3
€0.18)
9.1E-3
€0.66)
0.142
€0.68)
0.229
(2.00)

Leyoffs

-0.012
(2.277
0.046
(2.25)
0.031
(3.95)
0.197
€1.68)
0.115
(1.00)
0.248
(2.25)
-0.135
€0.92)
0.138
€0.65)
0.024
0.63)
0.120
(2.63)
0.270
(1.63)
0.313
(2.92)

0.320
(3.30)
9.3¢-3
€1.27)
«0.0469
0.6%)
3.1
€0.0¢%)
-7.0E-3
€0.32)
-9.1E-3
€0.56)
0.012
€0.76)
0.373
(1.73)
~0.295
(1.78)
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Chapter 4:

Advance Notice and Prstdisplacement Joblessnzss

We are now ready to estimate reduced form models examining the
relationship betwveen advance notice and the duration of joblessness, the
probability of avoiding nonemployment, and the lik2lihood of being erployed in
January 1988. Throughout this chapter and the next, we assume thac¢ advance
notice is provided exogenously. Consideration of endogenous advarce notice is
reserved feor Chapter 6.

The methodology and findings of earlier research, using the 1984 gnd 1986
DWS, are replicated by utilizing the broadest definition of advance notice
(which inciudes both informal and written announcements). These regressions
again Indicate that prenotification is correlated with moderate reductions in
joblessness, largely as the result of increased in the probabilities of
avoiding time out-of-work altogether. Restricting consideration to writt:n
advance notice, however, dramatically changes the results. Prior notification
is still associated with a small increase in the likelihood of completely
avoiding joblessness but there is no longer any reduction in the average
duration of nonemployment.

Ve consider a model where weeks of postdisplacement joblessness (W)
depends on & vector of covariates (X), & dummy variable indicating exogenously

provided advance notice (N), and a disturbance term (¢). W is positive if:

I*’XQ1+N02+C>O

and equals zero 1if:

N o~
I
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(1‘01) I* - Xa1+Na2+c s 0,

for I* a latent variable where W = £(I*), £(0) = 0, and £’ > J. If e is
aormally distributed, consistent estimates of the effect of advance notite on
the probability avoiding joblessness (Pr[W = 0] = Pr{I* s 0]) can be obtained

from maximum likelihood probit regressions of:
(4.2) AVOID = X By + N Bg + p,

where AVOID is a dummy variable which equals 1 (0) if I* is greater (less)
than 0. Positive regression coefficients then imply increased probabilities
of avoiding joblessness.

Weeks of p--rdisplacement joblessness (WKSOUT) are right-cersored in the
DUS for individuals nonemploysd more than 99 weeks and for those continuously
out-of-worh from the time of job loss until the survey date. Duration models
are wvell suited to deal with right-censoring and have frequently been used to
estimate the determinants of nonemployment durations.

In this section, the accelerated failure time model:

W = exp(Z AWy .
(4.3)
. InWe=2p+op,
is estimated. In equation (4.3), Z B8 =X B; + N £, p is an error term with
density £(.), Wo = exp(u), and o is a scale parameter. The underlying

gurvivor function for the {th individual is:
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(4.4) S5 (W) = SolW exp(-Z¢B)).

The log of the expected duration of joblessness is linear in the
covariates and the effect of the latter are to rescale time. The error term
is assumed to have a generalized gamma distribution. The generalized gamma is
a two parameter distribution which nests the exponential, Weibull, lognormal,
gamma, and chi-square distributions, among others.l The log-1likelihood

function for this model is specified by:

n n
(4.5) L = iglcilln f(pi;k) - 1lno}] + 1§1(1-°1)1n F(pi;k).

where k is the shape parameter of the generalized gamma and c4 equals 0 (1)
for censored (uncensored) observations. To reduce the frequency of right-
censoring and the probability that respondents return t5 their previous
employers after January 1988, the sample for the duration regressions is
limited to persons displaced between 1983 and 1985 (at least Z years before

the survey date).2
4.1 Avoiding Joblessness

Table 4.1 presents results of probit regressions, estimated by maximum

likelihood, where the dichotomous dependent variasble is equal to 1 for

1 The use of generalized gamma distributions in accelerated failure time
models is discussed extercively by Addison & Portugal (1987b).

2 This also implies that all right censored observations have
nonemployment durations top-coded at 99 weeks.




individuals who are out-of-work less than 1 week following the termination of

their predisplacement job and with WRITTEN included as the notification
regressor.3 Before focusing on advance nctice, we briefly discuss the impact
of the other covariates.

The likeliiood of moving directly into new positions, without intervening
joblessness, is Telatively low for ferales, nonwhites, non-head of households,
those fisplaced in partial layoffs, and for individuals withcut gro.p health
insurance.? Workers with substantial seniority or receiving positive
predisplacement wage residuals obtain immediate reemployment relatively often.
This is sonewhat surprising given that both groups are generally thought to
experiencsz special adjustment problems.5 Displaced workers in multiple earner
households also avoid nonemployment fairly often as do respondents in
occupations t ‘th low unemployment rates. (onversely, joblessness is more
likely for full-time workers, residents of right-to-work states, and persors
eligible for unemployment insurance benefits. Coefficients on state and
occupation unionization rates are never statistically significant, nor are
those on the area unemployment rate.

Some of the variables haw:@ substantially different effects when the
sample is stra:ified by sex or the reason for displacement. For instance, the
heelth insurance effect is weaker for men and laidoif workers than for women

3 Coefficients on the other regressors are virtually identical when
other advance notice variables are substituted for WRITIEN.

4 gome of these results have been ob:ained previously by Podgursky &
Swaim (1987b) and Ehrepberg & Jakubson (1988) using the 1984 DUS. Relatively
rapid reemployment following plant ¢losings may result from the low associated
probabilities of recall.

5 For example, see Hamermesh (1989). However, Ruhm (1989¢) offers an
opposing view.
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or persons displaced by plant closings. This pattern is rever: :d for
unemployment insurance eligibility. Notwithstanding these disparities, most
coefficients have a fairly stable pattern across demographic subgroups. We
now consider the impact of various types of advance notice.
1 out of 8 displaced workers is reemployed within a week or the initial
| job termination. The first 6 rows of Table 4.2 display probit coefficients
| showing the effect of wvarious types of advance notice on the probability of
avoiding joblessness. The re_ <¢sor in model 1 (NOTICE, wequals 1 if the job
loss is expected or notice is received. In model 2, WRITTEN indicates the
receipt of written notification of any duration. For the thixd model, ADVO
equals 1 for workers receiving unwritten notice or expecting the displacement;
ADV1, ADV2, and ADV3 indicate written announcements of less than 1 month, 1 to
2 months, and over 2 months respectively. The full set of covariates is also
included in each model. Since probit coefficients are somewhat difficuit to
interpret, rows 7 through 13 show the predicted effects of receiving each type
of notice, with the non-notification regressors evaluated at f%e sample means.
Receiving notice or expecting the job termination raises the likelihood
of avoiding joblessnmess. Tue coefficient on NOTICE is statistically
significant for all subgroups except women and the predicted increase,
compared to non-notified workers, ranges from 1.9 to 6.2 percentage points
(28.8 to 59.0 percent). The increment is larger for msles than females and of
approximately equal size for plant closings an’ ctial). layoffs (see Table
4.2: rous 7 and 8).
The above results replicate the findings of yrevious researchers.

Estimates using narrower definitions of prior notification are :ew, however,

6a
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and indicate that wrjtten advance notice has a much weaker impact for males
and workers displaced by plant closings. The coefficient on WRITTEN is less
than one-ninth the size of that on NOTICE for the former gro.ov and only one-
third as large for the latter. Where informal notice (ADVO) is associated
with a 69.5 percent increase in the probability that males avoid joblessness
and 2 44.9 percent rise for those affected by plant closings, the predicted
impact of written notice is generally negative (see columns 2 and &).

Formal notice, especially when received well before displacement, does
substantially increase the ability of women and workers terminated during
partial layoffs to avoid joblessness. The receipt of wr'tten notification
raises the probability that these groups move directly into new employment by
at least 50 percent; formal announcements exceeding 2 months increase the

respective probabilities ™y 72.5 and more than 100 percent.

4.2 Postdisplacement Joblessness

Ve now consider whether, in addition to raising the likelih;od of immediate
reemployment, advance notice reduces the average duration of postdisplacement
,obles 1ess. Table 4.3 shows the fuil set of coefficients estimares for
regressions vhere writter advance notice is controlled for. Tables 4.4 and
4.5 follow by summecizing the impact of vagious types of advance notice.

Many of the covariates vhich were shown (in Table 4.2) to be associated

with low probabilities of avoiding nonemployment also predict iengthy
postdisplacement joblessness. Thus, the duration of &pells is expected to be

relatively long for women, minorities, non-heads of households, persons

(3




displaced during partial layoffs, and members of single earner households (see
Table 4.3). Conversely, job tenure, the occupation unemployment rate, work
hours, and predicted unempl?yment insurance eligibility have no effcct on
durations but do influence the probability of avoiding joblessness.
Respondents with large families, residing in local labor markets with
high unemployment, or working in slow growing industries (prior to
4isplacement) are jobless fo? longer than their counterpart, even though thase
Sactors do not appear to reduce the probability of avoiding nonemployment.
Positive wage residuals similarly delay reemployment by much more than they
reduce the probability of avoiding joblessness. Finally, right-to-work laws
are associated with shorter periods out-of-work, despite the fact that they
reduce the probability of avoiding all joblessness. Although some
coefficients vary acruss demographic groups, important disparities continue to
be the exception rather than the rule.®

Tables 4.4 and 4.5 display accelerated failure time estimftes of the
effect of various types of advance notice on postdisplacement joblessness.
All respondents are included in the first table; table 4.5 is Yestricted to
respondents with positive (21 week) durations of nonemployment.

Individuals expecting or receiving motice of job terminations are out-—of
work for less time than non-r:otified individuals. The coefficient on NOTICE
is negative for all subgroups except females and, although measured
imprecisely, is fairly large for males and laidoff respondents (see Table 4.4:

. 6 For example, the coefficient on the number of children is larger for
" women and those displaced in piant closings than Zor men or laidoff work-rs

but the industry growth rate has a less important effect for females ana
workers displaced during partial layoffs. ‘
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row 1). Prenotified men are jobless approximately 15 percent (3.4 weeks)
shorter than those receiving no warning; the reduction for laidoff individuals
is 12.4 percent. This decrease occurs entirely because of increased
propensities of notified individuals to avoid joblessness. Theze is no
corresponding decrease in durations for thostz vho experience more than 1 week
of nonemployment. This can be seen by observing that when the sample is
restricted to persons with soi » joblessness, the coefficient on NOTICE is
positive for all subgroups and is almost statistically significant for females
and vespondents involvad in plant closings (see Table 4.5, row 1).

There is no evidence that the receipt of written (as opposed to informal)
notice {s associat:d with any decrease in postdisplacement joblessness. The
coefficients on WRITTEN and those on ADV1 through ADV3 are positive for all
subgroup: and approach statistical significance in some ccses (Tabie 4.4: rows
2, 4, 5, and 6). Conversely, those on ADVO are negative, large, and
statisticaily significant (row 337 Restricting the sample to persons jobless
a week o~ aore produces even larger positive (and generally statistically
significant) coefficients for WRITTEN and ADV1 through ADV3 (see Table 4.5).

. Workers notified in writing generally receive more detailed information
about impending displacements than less formally notified individuals. It
therefore does not appear plausible that the unwritten notice speeds

7 Swaim & Podgursky (1989) and Portugal & Addison (1989) have recently
argued that conventional accelerated failure time models understate the
reduction in joblessness associated with advance noti-e because they fail to
acdequately account for predisplacement search. Given that written notice
reduces the probability of avoiding nonemployment by less than informal
announcements, the biases are less important for this analvsis than for

earlier work using the 1984 and 1986 DUS. Nonethele s, t'is question should
be considered explicitly for written advance notice in fu ure work.
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reemployment while written warning retards it. A more probable explanation of
the above findings is that the reduced form regression'model is misspecified
because it fails to account for the potential endogeneity of advance notice.

This possibility is addressed in chapter 6.

4.3 Survey Date Employment

To examine the relationship between prior notification and longer term
employent stability, probit regressions on the probability of wnrking for pay
in January 1988 were also estimated. 22 of the 30 resulting advance notice
coefficients we.e positive, glthough none were statistically significant (see
Table 4.6). This suggests that prior notification either has no effect on or

slightly improves future employment prospects.

& .4 Summary

The findings of this chapter can be summarized as follows. First,
workers anticipating or receiving notice of permanent job terminations are
_more likely to move directly into new employaent than their non-notified
counterparts. The impact is stronger for unwritten then written notification,
however, and persons formally aierted less than 1 month before the permanent
layoff have an unambiguously lower probability of aveiding joblessness.
S=zcond, the small reducticn in the average duration of nonemployment,
associated with receiving advance notice, conceals a much larger decrease for

informally notified individuals, coubined with & sizable increase for those

'7 I
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receiving written announcements. Even for the former group, however, the
decrease is entirely explained by their elevated probability of avoiding
nonemployment. Notification makes no difference for displaced workers who
failing to immediately obtain new positions.

The results suggest shortcomings in previous analyses where advance
notice has included poorly defined "expectations® of impending displacements.
To the extent that bastter informed workers are more likely to anticipate job
loss, and also find new employment relatively rapicly, the beneficial impact
of prior warning will be overestimated. This also occurs if respondents with
unusually strong aversions to joblessness toth for- =t displacements and to
prepare for them in such a way as to facilitate quick reemployment. The
extended nonemployment of workers with written notice may also indicate
significant endogeneity bias. Finally, the fairly large differences in the
effects of advance notice across sample subgroups argue against assuming that

prenotification changes only the regression intercept.
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Table 4.1:

$ubsample
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1. Regressions estimated by maximum likelihood probit. Absolute vatues of asymptotic T statistics in

parentheses.

2. Dependent Variable equals one if worker is out of work less than one week following initial displacement

end zero if he/she is jobless for one week or more.
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Table 4.2: The £ffect of Various Types of Advance Wotice on ’
the Probabiiity of Avoiding Postdisplacement Joblessness
Adv. Notice
Regressor ALl Workers , Hales Females plant Closings Leyoffs
Regression Cofficients:
aocdel one
NOTICE 0.2314 0.287 0.137 0.216 0.244
(3.88) (3.74) €1.38) (2.70) (2.64)
model two
WRITTEN 0.125 0.030 0.243 0.050 0.234
(1.64) €0.30) €1.98) €0.6%) €1.90)
model three
ADVO 0.234 0.330 0.072 0.236 0.207
(3.64) €4.02) €0.66) (2.76) (2.04)
ADVY -0.202 -0.234 -0.208 -0.243 ~0.150
€1.50) €1.42) €0.84) (1.264) €0.79)
ADV2 0.043 -0.114 0.280 -0.086 0.35¢9
€0.32) €0.64) €1.36) €0.51) €(1.51)
ADV3 0.126 -0.098 0.413 0.045 0.320
€1.04) €0.59) (2.16) €0.31) €1.40)
Predicted Probability of Avoiding Joblessness
K0 NOTICE 0.0%9 0.105 0.966 0.118 0.080
NOTICE = 1 0.145 0.187 0.085 0.166 0.122
WRITTEN = 1 0.122 0.110 0.103 0.130 0.120
ADVO = 1 0.146 0.178 0.076 0.171 0.115
AVY = 1 0.068 L.069 0.043 0.077 0.060
ADVZ = 1 0.105 0.085 0.109 0.102 0.147
AV3 =1 0.122 0.088 0.137 0.127 0.1.8
1) €2 (3) €3] (5)
Notes:

1. Description of Advance Notice Dummy Varigbles. (Varisbls is equal to one if:)
NOTICE - “Expected® or received advance notice of Job terminztion
WRITIEN - Received written advance notice of job termination
ADVO - Hc written potice but reseived unmritten notice or expected job termination
ADV1 - Received less than one month’s ur{tten sdvance nctice
ADV2 - Received between one and two months written sdvance notice
ADV3 - Received more than two months written advance notice

2. Regressions estimated by maximum likelihood probit and include the full set of demographic, fndustry,
occupation, and geographic covaristes. Absolute velues of asymptotic 7 statistics in parentheses.

I~ i
3. Predicted probabi{ities calculated at the mean value of the non-notification explonatory variasbles. d 6
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Table 4.3:
Accelerated Faflire Tiue Model of Written fotice
and Postdisplecesent Joblessness

ample
All Workers Mates females ~ Plant flosings
0.026 ~0.017 0.075 0.017
(1.35) €0.69) (2.47) €0.66)
6.6E-5 0.6 ~0.001 3.3e%
€0.16) (1.86) €1.40) €0.58)
0.003 0.157 -0.251 0.006
€0.03) €1.21) €1.34) €0.05)
-0.001 -0.006 0.006 -0.001
€0.32) 1.25) €0.90) €0.21)
0.018 0.024 -0.052 -0.005
€0.83) €0.94) €1.18) €0.16)
S.1E-4 -3.5E-5 0.005 0.001
€0.68) €0.04) (2.50) £1.04)
0.037 -0.094 0.182 0.057
(0.31) €0.54) €0.66) €0.35)
-0.731 ~0.441 -0.768 -0.776
(6.14) (2.7 (2.82) €4.83)
0.396 0.294
(3.50) €1.927
0.639 0.549 0.710 7.832
€4.38) (5.01) €2.95) C4.12)
1.002 1.350 0.545 0.844
€4.16) (4.42) €1.40) €2.74)
0.161 0.080 0.274 0.210
€4.25) (1.7 (4.38) (4.16)
-0.363 -0.277 -0.462 -0.381
(7.12) €4.37) (5.26) (5.38)
0.097 0.258 -0.179 -0.114
(0.51) €0.77) €0.69) (0.4%)
-0.109 0.081 -0.318 -0.032
€1.04) €0.60) €1.94) (0.22)
-0.268 -0.088 -0.556
(3.12) 0.84) (3.8H)
~0.122 ~0.%62 -0.07® ~0.283
(1.20) (1.38) (0.45) (2.06)
-0.010 -0.011 -0.006 ~2.TE4
(1.28) €1.16) €0.5%) €0.02)
-0.262 ~0.309 -0.098 ~0.102
(2.20) (2.08) €0.51) €0.¢1)
-0.020 -0.013 -0.043 0.028
€0.45) €0.24) €0.57) €0.46)
0.104 0.105 0.094 0.105
(4.95) (4.03) €2.59) (3.£6)
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foyotfs

0.037
(1.27)
~3.1E%
€0.46)

0.020
€0.11)
-0.002
(0.31)

0.056
€1.65)
-3.3e-4
€0.25)

0.003
€0.02)
-0.629
(3.60)

0.517
(3.08)

0.310
€1.45)

1.168
(5.11)

0.093
(1.7
-0.344
(4.68)

0.263
€0.94)
-0.306
(1.9

0.094
(0.67)
~0.021
€1.92)
=0.602
(2.43)
-0.076
€1.19)

0.100
3.1
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IRDCHG ~0.051 -0.061 ~0.044 -0.085 -0.025
(2.32) (2.39) €1.07) (2.72) €0.80)
FLCRATE 0.008 0.001 ~0.004 0.003 0.023
€0.42) (0.06) (0.10) (0.11) €0.87)
INDUNION -0.002 ~0.007 0.002 ~0.002 ~0.005
(0.44) (1.33) €0.26) (0.38) €0.69)
OCTUNION 0.003 0.002 0.007 0.003 =0.002
€0.70) (0.49) €0.82) +43) €0.23)
U1PROB 0.165 0.627 ~0.307 0.100 0.260
€0.49) €1.49) €0.56) (0.22) €0.51)
WRITTENR 0.186 0.085 0.313 0.129 0.286
€1.63) 10.61) €1.64) €0.84) €1.63)
@b} (2} 3 &) )
Notes:

1. Coefficients obtained from & gemma distributed accelerated failure time model. Absolute values of

asymptotic T statistics {n parentheses. Joblessness set to 0.5 weeks for individuals out-of-work less
than one week.

-
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Table 4.4: Effect of Various Types of Advance Notice
on Postdisplacement Joblessness

(all spells)
. ubsampl e
Adv. Notice
Regressor All Vorkers Males femoles plant Clesings Leyotfs
«tl _one
NOTICE -0.085 ~0.162 0.055 -8.4E4% -0.132
€1.02) €1.56) €0.39) €0.01) (1.08)
model two
WRITTEN 0.18% 0.086 0.313 0.129 0.286
€".63) €0.61) (1.64) (0.84) €1.68)
model three
ADVO ~-0.164 ~-0.226 -0.036 -0.047 -0.259
(1.81) €2.03) €0.24) €0.38? €1.95)
ADV1 0.323 0.137 0.559 0.198 0.442
€1.82) €0.63) (1.85) (0.76) €1.85)
ADV2 0.239 0.304 0.145 0.139 0.368
€1.16) €1.20) €0.43) €0.52) (1.14)
ADV3 0.280 0.299 0.192 0.174 0.549
€1.38) €1.19) €0.58) €0.70) (1.47)
Dep. Mean (weeks) 27.69 23.06 34.33 27.51 27.92
&M ) [45] ) 5)
Notes:
1. Ccoefficients obtoined from & gamma distributed accelersted failure time model. Joblessness set to 0.5

weeks for individusls out-of-work less than one week. Absolute values of ssymptotic T statistics in
psrentheses.

Description of Advance Notice Dumry Varfsbles. (Varisble is equal to one ifs)

NOTICE =~ “Expected" or received advance notice of job termination

WRITTEN ~ Received written advance notice of job termination

ADVO - Ho written notice but received uniritten notice or expected job terminsiion
ADV] - Received less than one month’s wuritten advance notice

ADV2 ~ Received between one and two months written advance notice

ADV3 ~ Received more than two months written advance notice
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Table 4.5:
Effect of Various Types of Advance Notice
on Postdisplacement Joblessness
(spells 21 week)

Subsample
Adv. Notice
egressor All Horkers Hales Females plent Closings Lavyoffs
! ohe

NOTICE 0.111 0.060 0.171 0.172 0.040

€1.48) €0.66) €(1.37) €1.63) €0.37)
model two

WRITTEN 0.320 0.171 0.488 0.275 0.339

3.11) €1.35) (2.81) €1.96) (2.22)
model three

ADVO 0.023 0.007 0.052 0.104 -0.073
€0.28) €0.07) €0.39) €0.93) €0.6%)

ADV1 0.220 ~0.006 0.483 0.140 0.265
(1.40) €0.03) 1.83) €0.62) o (1.20)

ADV2 0.216 0.289 0.091 0.096 0.341
1.17) {1.27) €0.30) N.40) (1.16)

ADV3 0.611 0.430 0.843 0.550 0,753
3.19) (1.88) (2.458) (2.36) 2.17)

Dep. Mean (weeks) 31.10 26.53 37.29 31.34 30.83
(4}] ) (&}] )] ¢9]

Notes:

1. Cosfficients obtained from & garma distributed sccelerated faflure time model. Absalute values of
ssymptotic T statistics in parentheses.

2. Description of Advance Notice Durmy Variables. (Varisble {s aqual to one {f:)

NOTICE ~ "Expected" or Fatwived advance notice of job terminstion
WRITTEN - Received written advance notice of job termination
ACVO - o written notice but rec.ived unwritten notice or expected job termination
ADVY - Received less than one month’s written sdvance notice
Q ADV2 - Recefved between one und two months written advance notice
‘f"E MC ADV3 - Received morc than two months wrixten sdvence notice
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Table 4.6:
Probit Regrassions Indicating the Probebility
of Yorking for Pay in Janumry 1968

fubsorple
Adv. Notice :
regsor All Vorkers Kales Fomales plent Closings Layoffs
podel_one
ROTICE 0.023 -0.040 0.122 0.072 0.117
€0.31) €0.40) €0.99) €0.71) (1.03)
model two
WRITTEY 0.040 0.095 -0.023 0.044 0.021
€0.39) €0.69) €0.13) €0.47) €0.13)
model three
ADVO 0.021 ~0.067 0.152 -0.095 0.140
€0.26) €0.63) €1.15? €0.87) €1.11)
ADV1 0.075 0.117 0,056 0.123 0.028
€0.47) €0.54) €0.21) €0.54) €0.12)
ADV2 -0.109 -0.208 0.011 <0.146 -0.053
€0.63) €0.93) €0.04) €0.64) T (0.19)
ADV3 0.140 0.230 0.053 -0.007 0.411
€0.71) €0.88) €0.16) €0.03) €0.96)
QP 2) (3 (4) 5
Notss:

1. Regressions estimated by maximu+ likelihood probit. Absolute values of asymptotic T statistics in
parentheses, Sample restricted to workers disple-ed between 1933 and 1985.

2. Description of Advance Notice Dummy varisbles. (Variable is equal to one if:)

HOTICE -~ “Expected" or received sdvance notice of job termination

WRITIEN — Received written advance notice of job termination

ADVO ~ No written notice but received uwritten notice or expected job termination
ADV1 - Received less then one month’s written advance notice

ADV2 - Received between one and two months written advance notice

ADV3 - Received more than two months written sdvants motice
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Chaptexr 5:

Ad7ance Notice and Postdisplicement Wages

Research on the adjustm. t problems of displaced workers has mainly
focused upon the initial period of joblessness experienced by most
individuals. Although this concern is well placed, less attention has been
paid to the wages received in subsequent positions. This latter issue is
especially impo: at given recent evidence indizating that although
postdisplacement joblessness is generally transitory, the associ.~ed wage
changes are more permanent — over 50 percent of the initial wage change
persists for at least 5 years and 40 percent for cdecade or more (Ruhm 1989a,.
This chapter sttempts to reduce nur {gnorance about wage effects by studying
the relationship between advance notice and reemployent earnings. As in
chapter 4, notification is assumed to be provided exogenously. The
possibility of endogenous notification iz reserved for chapter 6.

Potential wages of displaced workers, in January 1988, are assumed to
follow the standard log-linear relationsltip:

(5.1) Vo 08+,

vhere the dependent variable is the natural log of weekly potential wages, Z,
is a vector of covariates, and py i1s an error term. One difficulty with
estimating the effect of advance notice (or of other covariates) on wages is
that potential wages are observed only for individuals who are reamployed at
th: time of the survey. Since approximately a quarter of respondents do not
vork in Januery 1?88, potentiall; serious selection biaces may result from

estimating the standard linear regression model using either the subsample of

J
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reemployed workers or the full sample (with the wages of the nonemployed set
to zero).

Techniques to correct for selection bias, pioneered by Heckman (1979),
have beccue fairly standard. Individuals are assumed to be employed at the

survey date if

(5.2) I = Zo7v+py > 0.

In (5.2), 1 is & latent variable, Zy9 the regression covariates, and By 8

disturbance term. Observed wages are described by

(5.3) V - if 1 0.

B and po are assumed to be bivariate normally distributed with E(pi) = 0 and
COV(pipj) - 935- 922 is not observed and is conventionally normalized to

equal 1.
The potential selection bias is easily seen. In the ordinary least
squares regression

(5.4) Vo= 21+,

estimated on the subsample of reemployed workers,

E(p) = E(pq|I>0) = o092[¢(.)/%()])
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for ¢(.) and &(.) the p.d.f. and c.d.f. of the standard normal distribution
evaluated at Z77. The error term has a zero mean only in the case where
reemployment occurs randomly (032 = 0). Otherwise, the intercept term cf the
ordinary least squares regression will be biased and the regressor
coefficients are likely to be estimated inconsistently_fflyell.'

Heckman suggested correcting for selection bias using a two-stage method.

In the first stage, the equation

(5.5) 1 - 221 + py > 0

is estimated omn the full sample using maximum likelihood probit techniques,
vhere I* is a dummy variable equal to 1 (C) if observed wages are greater than
(equal to) 0. Estimztes for 3(.) and A@(.) are then obtained from the

probit coefficients. In the second stage, the wage regression

(5.6) Vo= Z8+ [()/8()0A + ¢

is estimated using ordinary least squares for the subsample of reemployed
workers.

The Heckman two-stage procedure provides consistent but inefficient
parameter estimates. Greater efficiency can be obtained by estimating the
combined system of equations (5.5) 9nd (5.6) using maximum likelihood

techniques. For this reason ML methods are utilized in this chapter.

84
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5.1 Non-notification Regressors

Table 5.1 displays maximum likelihood estimates showing the effect
individual, firm, and geographic covariates on the log of survey date wages,
vhere written advance notice is the prenotification variable. Rho indicates
the esc.imated correlation between ¢ and €j5. The selection and wage equations
contain.the same vactor of regressots.1

Cocfficients on the non-notification regressors are fairly standard.
Postdisplacement wages are higher for married workers, household heads, and
respondents with few children, than for their counterparts. This presumably
{ndicates unobserved differences in labor force attachment and worker qual.ty.
Negative coefficients for monwhites and females probably indicate some
combinztion of unobserved heterogeneity and discrimination. Survey date
earnings incrxease with labor market experience and education, preswmably
because each of these is correlated with investments in general human capital.
Postseparation wages also rise with previous tenure, which confirms the
findings of previous studies (Kletzer, 1989, Ruhm 1990) indicating that a
portion of cross—sectional seniority differentials result because individuals
possessing above average amount<c of market—valued traits changes jobs
relatively infrequen.ly.

Factors associated with _ncreased unioni-ation are correlated with higher

postdisplacement earnings. This may indicate that union wage premiums partly

1 As a result, model identification depends on the assumptions about
the functional form and error distributions. We would have preferred to have
exzluded some regressors from either the selection or wage equations, however,
this wes not done because there were no variables which obviously influenced
reemployment probabilities independent of reemployment wages or vice versa.
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reflect prodiactive worker differences. Similarly, between 35 and 50 percent
of predisplacement wage residuals are retained in new positions, implying a
substantial role for unobserved heterogenuity. High area or eccuration
unemployment rates and slow industry employment growth all lower
postdisplacement earnings and indicate the importance of local and sectoral

labor market conditions. Conversely, survey date wages appear higher for

|

|

l

|

|

l

workers displaced by plant closings or eligible for unemployment insurance
than for their countexparts, although these results uare measured imprecisely.

The effects of the covariutes are remarkably similar across the gender

and reason for displacement subsamples and it appear-. safe to assume that the

same process determines postdisplacement earnings in all cases. These

intergroup similarities are consistent with (but stronger than) those found in

the previous chapter’s analysis of joblessness,

The coefficients on RHC, show that the error terms in the selection and
wage equations are only weakly and inconsistently related. The full sample
correlation is only 0.065, with a standard error which is over 3 times &s
large. There is sor- evidence of positive selection for males, which irplies
that high earners are more likely to be reemployed in January 1988 than are
their'peers with lower potential wages. The coefficients also suggest

gositive sclection for laidoff individuals and negative gelection for females;

however, these effects are measured imprecisely.
5.2 Advance Notice and Wages

Table 5.2 shows the relationship between various types of advance notice

I [ERJ!:‘ and postdispiacement wages, obtained by estimating the joint selection and

. 86
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wage equation using maximum likelihood. Each of the 3 models includes the
common vector of control variables descrived in Table 3.1.

There is no evidence that the survey date wages of workers who expectea
job terminations differs from those fo vhom it was a surprise. Using NOTICK
as th> notification criteria, the regressions indicate that prior notice is
associated with an expected wage increase of less than 1 percent, with the
standard error almost 4 times as large as :he regressior. coefficient (see
Table 5.2, row 1). The coefficients range between —3.1 and 2.4 percent fo:
the 4 subsamples and never approach statistical significance. These results

are consistent with the findings of Ehrenberg & Jakubsor (1988) using the 1984

DUS. They find that notified workers earn between 3.2 percent less and 4.6
more than their counterparts. None of these di feretnices are statistically
significant.2 '

Row 2 of Table 5.2 shows that there is also no statistically discernitle
effect of written advance notice for most groups. The full sample coefficient
is only 0.0013 and the predicted effects of written notice for the gender
stratified subsamples range from ~2.3 to 3.3 percent. The impact of formal
motice .ioes appear to depend upon the reason for dicplacement however.

Persons displaced by plant closings obtain moderately higher wages (7.6%) if
they receive written notice than if they do not, while workers involved in

partial layoffs earn 10.0 percent less if they are formally notified. The

laycff coefficient barely misses statistical significance.

2 The Ehrenberg & Jakubson estimates are obtained without correcting for
selection bias. Their selection correcred differences range between -7.7 and
4.6 percent.
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The results of model 3 indicate that although written notice has no
average beneficicl effect, formal announcements provided well in advance of
the job terminations result in favorable wage ‘outcomes. The full sample
coefficient on ADV3 implies that workers with more than 2 months specific
warning earn 13.3 percent rore than peers who did not expact the job
displacement, 12.6 percent greater than the informally notified, and 20.1
percent above those receiving written notification of less than 1 month (see
rows 3 through 6). The anticipated gains are even larger for females and
workers involved in plant closings and are close to being statistically
significant for these subgroups and the full sample. On the other hand, the
benefits of extensive formal notice are much smaller for males and laidoif
respondents.

The small overall effect of written advance notice occurs because short
periods of prenotification are generally associated with reductions in survey
date earnings. Workers receiving written warning of less than 1 month are
predicted to earn 5.6 percent less than their non-notified counterparts.
Among the sub--mples, tne effects of short written notice range from a
statistically insignificent gain of 3.9 percent for workers displaced by plant
closings to a large and statistically significant loss of 13.9 percent for
laidoff individuals. Since it seems implausible that short periods of notice
gause relative wage declines the negative coefficients are likely to indicate

the endogeneity of advance notice. This issue is addressed in chapter 6.

5.3 Summary
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Workers expecting or obtaining advance notice of displacements earn

virtually identical survey date ws;2s to their vounterparts for vhom the job
terminations came as a surprise. Whereas there is also no eviderce that
vritten notification provides larger benmefits than informal notice, on
average, respondents obtaining lengthy periods of vwritten warning do earn wmore
in postdisplacement jobs than other workers. Especially large benefits are
observed for females and persons displaced during plant shutdowns. A
corollary of this result is that individuals for.ally notified shortly before
the job loss e-rn relatively low survey date wages.

These results indicate that although workers expecting job terminations
find new positions faster than their counterparts, the speedier reemployment
does not translate into higher postdisplacement wages. Conversely, lengthy
written notice cppears to improve subsequent earnings, despite having little
effect on the duration of joblessness.3 The negative coefficients on formal
notice of less than 1 month suggest potential endogeneity biases and point out
the importance of more sophisticated procedures which attempt to account for

them.

3 As shown in Table 4.2, however, the duration of written notice may be

positively related to the possibility of avolding nonemployment.
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Table 5.1:
Postdisplaceasnt Vage Squetione with
Corraction for Selection Bias
$ubserple
Regressor Atl Yorkers Males females plont Closings Layoffs
EXP 0.021 0.020 0.025 0.026 0.015
(3.12) (2.23) (2.13) (2.96) (1.32)
EXPSQ 5.7~ 5,684 ~6.2E-4 -5.88-4 ~%J4E~,
(3.77) (2.28) (2.31) (3.49) (1.71)
EDUC ~0.045 -0.033 -0.084 -0.037 -0.035
€1.05) €0.65) €0.91) €0.71) €0.42)
EDUCSQ 7.004 0.004 0.005 0.004 0.004
(2.57) (2.01) (1.54) (1.75) (1.39)
TENURE 0.021 0.022 0.015 0.021 0.020
(2.86) (2.57) {0.88) (2.11) (1.64)
TEKSQ -7.6E-4 -8.0E- -7.%~4 -5.9E-% -1.2E-3
(3.28) (3.00) €0.96) (1.82) (2.64)
MARRIED 0.1%7 0.145 0.107 €.135 0.087
(2.70) (2.16) (1.19) (2.49) €1.18)
HEAD 0.218 0.127 0.189 0.283 0.149
(4.76) (1.56) (1.94) (4.45) (2.19)
FEMALE -0.310 -0.274 -0.355
(8.58) (5.69) (6.26)
BLACK -0.089 -0.096 -0.060 -0.154 -0.023
(1.59) (1.45) €0.55) €1.37) €0.28)
OTHRACE -J.092 -0.070 ~0.143 -0.118 -0.065
(1.24) €0.76) (0.99) (L2 (0.45)
NUMCHILD -0.052 -0.040 ~0.075 ~0.049 -0.057
(3.81 {2.51) (.80} {2.69) (2.74)
KUKEARN -9.TE-3 0.019 =0.050 0,017 0.017
(0.25) €0.45) (L.87) (0.34) €0.30)
PRTPREV 0.032 0.173 0.016 0.199 -0.152
€0.52) €1.70) €0.15) (2.46) (1.53)
HINS 0.046 0.060 0.024 0.022 0.071
{1.20 {1.26) {0.3%) €0.45) (1.26)
CLOSING 0.052 0.041 0.056
€1.85) (1.14) (1.14)
RESID 0.418 0.392 0.427 0.486 £.255
{13.27) (10.88) (7.27) {10.43) (7.96)
SYEUNIOM 0.010 0.071 9.4E-3 &.2E-3 0.015
(3.72) (3.06) (2.04) v1.08) (4.08)
RTWORK -0.031 -2.86-3 ~0.069 ~0.113 0.052
€0.78) €0.u5) (1.03) €2.03) {0.L6)
Q 9 0
ERIC
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URATE 0.049 0.055 0.044 0.042 0.053
(3.26) (2.85) €1.58) {2.10) (2.20)
AREARATE -0.031 -0.033 -0.033 =0.029 -0.030
(4.23) (3.52) (2.60) .10 2.47)
INDCHG 0.012 . T1.88-3 0.023 0.029 ~5.18-3
(1.64) €0.85) €1.54) 2.76) €0.42)
OCCRATE -0.020 -0.014 =0.0X ~C.016 ~0.025
{ (3.531) 1.9 (2.95) (2.00) (2.83)
KD ION 2.2E-3 2.1E-3 2.4E-3 3.2-3 1.6E-3
(1.45) €1.07) €0.8%) (1.60) €0.61)
O7CUNION 2.56-3 2.2E-3 4.0E-3 3.7E-3 1.1€-3
(1.73) (1.27) (1.28) (1.75) (0.52)
UIPR08B 0.178 - 0,73 0.247 0.180 0.180
(1.44) €1.17) (1.13) (1.12) (0.83)
WRITTER 1.36-3 0.032 -0.023 0.073 ~0.105
(0.04) €0.€5) (0.32) (1.27) (1.90)
PHO 0.065 0.379 -0.1% -0.037 0.306
€0.29) €1.85) €0.66) €0.13) €0.96)
QD) 2) 3 ) &3}
Hotes:

1. Coemficients show effects of parsmeters on the natural log of real postdisplacement weekly wsges. They
sre chtained using maximm {ikelihood techniques on a bivariate normally distributed system of a selection
eqation and nage equation. The selection equation contains the ssme rojressors ss shown sbove. RHO is
the estimated correlation between the error terms of the two equations. Absolute values of asymptotic T
statistics in parentheses. The sample is restricted to persons displaced between 1983 and 1985,
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Table 5.2:
The Impect of Various Types of Advance Notice
on Postdisplacement Esrnings

Swsarple
Adv. Notice
Regressor All WMorkers Males fomales plent Closings Leyoffs
el one
NOTICE 0.006 0.024 -0.032 0.016 -0.014
(0.22) €0.70) €0.64) (0.43) (0.33)
model two
WRITTEN 1.3e-3 0.032 -0.023 0.073 -0.105
€0.04) (0.65) €0.32) €1.27) €1.90)
model three
ADVO 6.2E-3 0.020 -0.033 -6.6E-3 0.018
€0.21) €0.55) €0.62) €0.17) €0.38)
ADVI -0.058 -0.011 -0.113 0.038 -0.150
€5.03) (0.15) €1.03) €0.34) (2.26)
ADV2 -0.035 0.066 ~0.176 ~,2z-3 ~0.096
€0.49) (0.7%> €1.27) €0.04) €0.87)
- ADV3 0.125 0.670 0.212 0.159 0.03¢9
€1.69) €0.79) (1.45) (1.78) €0.23)
(N (2) ) %) )
Notes: )

1. Coefficients show effects of advance notice on the natural log of postdisplacement weekly real wages.
They sre obtained using maximum likelfhood techniques on a bivariste rormally distributed sysiem of &
selection equation and wage equation. The selection equation contains the same regressors as shown sbove.
Absolute values of asymptotic T statistics in parentheses. The senple is restricted to persons displaced
between 1983 and 1985.

2. Description of Advance Notice Dummy Varisbles. (Varisble fs equal to one if:)

NOTICE - “Ex.. ted" or received advance notice of job termination

WRITTEN ~ Received written advance notice of job termination

2DVO - No written notice but received unuritten notise or expected job termination
ADV1 - Recefvod less than one month’s written sdvance notice

ADV2 - Received between one and two months written advance notice

ADV3 ~ Recaived more than two months written advence notice

ERIC | 32




Chapter 6:

Endogeneity of Notice and Interaction With Covariates

Previous chapters have examined the effect of prior notification on
postdisplacement employment conditions under the assumptions that early motice
is provided exogenously and impacts only the intercept terms of the

nonemployment and wage equations. Both of these assumptions are relaxed in

this chapter. Evidence presented below suggests that the effects of
prenotification on subsequent joblessness vary substantially across population
subgroups while endogenei:y biases are fairly minor. Conversely, endogenelty
is mors important when considering survey date earnings but intergroup
variations in the impacts of prenotification are less substantial. We begin
by presenting the estimation methodology and results for postdisplacement

_oblessness. The discussion of wage changes follows subsequently.

6.1 Switching Regression Model of Postdisplacement Joblessness

Postdisplacement joblessness for notified workers is specified by

(6.1) Wl - Xﬁ1+p1 N

-hile that of non-notified individuals is

Wo - Xﬁ0+po.

(6.2)

Individuals are assumed to receive advance notice f the res lting reduction

in ioblessness (Wo - Wl), outweigh any costs (e.g. lower wages, poorer working
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conditions) incurred to obtain it. These costs depend on personal

characteristics and geograpnic factors and are characterized by

(6.3) C = VB +p,

where V includes all the eleme.ts in X plus additional regressors indicating
residence in a state with mandatory or voluntary advance notice prov/sions.

Respondents are therefore prenotified notice if:

Wp-W-¢=z 0,

(6-4) YA v = ”2 ’

where Z v = X (Bg = B1) =V B and pyp = pq = pg + p. The expected joblessness

of notified workers is:

(6.5) E(W [N=1) = X By + E(pp|N-1) ;

that of non-niotified workers is:

(5.6) E(WpIN=0) = X By + E(pp|R=0) .

Reduced form coefficients obtained from regressing W on Z will therefore be
biased except when switching is exogenous (which requires that E(pllN-l) -

E(Lg|N=0) = 0). If pg, pp, and p, are crivar.ate normally distributed with

E(pg) = 0 and cov(pipj) = 044

94
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(6.7a) E(uIN-1) = 019[-4(.)/8(.)]

(6.7b E(pGIN-O) - 002[45’\-)/(14(-))]»

for ¢(.) and &(.) the p.d.f. and c.d.f. of the standard normal distribution
evaluated at Z 7. Equations 6.7a) and 6.7b) imply that switching is
endogenous when g9 oY 09 is non-zero.

Consistent regrecsion estimates can be obtained using the two-stage
technique discussed by Lee (1978).1 In the first staze, the structural probit

equation implied by 6.4) is estimated to obtain $(.) and 8(.). Wext the

equations '
:6 . 83) ul - X ﬂl + Al ']1 + ul
(6.8b) uO - X ﬂo + Ao ']0 + UO ,

are estimated by ordinary least squares, where Al - -3(.)/8(.).
Ao = $C.)/11-8()], v~ 312» #4179~ 302-2

We are also interested in examining the interactions between advance
notice and the other covariates. Although these coulu te inferred from ﬁl -

ﬁO' a different procedure is used which allows them to be estimated

1 Also see Willis & kosen (1979) or Robinson & Tomes (1982) for early
examples.

2 The standard errors will be understated if account is not taken for
hetervscedasticity of the error terms. Preliminary work indicated that the
difference between OLS and GLS est.cater was fairly small and OLS estimates
are presented below. -
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directly. Combining equations (6.1) and (6.2), observed joblessness can be

rewritten as:

(6.9\ W=2X ﬁo + X*N(ﬁl - ﬁo) <+ ﬂo(l"N) -+ [ll N .
Expected duration, conditional on notificazion status, is then

E(WIN) = X fg + XNy ~ Fp) + ElpgIN=0){1-N) + E[p1|N-1]N ,

(6.10) =X Bg + X*N(B; - B, 0goid()/112( ) (A-N; + 099[=¢(.) /()N
and consistent estimates can be obtained from OLS regressions of
(6.11) W“X00+X*N01+A002+;\103+[I,

where 30 - ﬁo, 31 - Bl - 90, 62 - 302, 63 - 312, A]. - i-é(.)/@(.)]N,
and Ag = [4(./(1-6(.)))(1-N) . '

6.2 Alterniative Mcdels

The switching regression model developed in sectiin 6.1 ascumes that the
duration of johlessness is linear in the covariates. This Giffers from
typical duration models, such as the accelerated failure tim: model usaed in
Chapter ¢, both in its functional form and because it fails to ta¥. spesial
accowvat of the r;;ht—censoring of nonemplo:ment spells which occurs because

some spelic conclude after the date of the survey. T¢ investigate whether
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linearity imposes unreasonable restrictions, reduced form estimates of the
determinants of the duration of joblessness for a variety of models are first
presented. The coefficient estimates are consistent across functional forms
and indicate that the linear model is acceptable for more sophisticated
analysis. If anything, OLS appears more appropriate than models which assume
that the natural log of nonemployment duration is linear in the covariates
(e.g. the accelerated failure tinz model).

5 models are compared below. These include the: linear, log-linear, two-
limit tobit, accelerated failure time, and proportional hazards models. The
generalized gamma accelerated failur time framework has been discussed in
chapter 4. The linear and log-linear models are completely standard, taking

the form:

(6.12) W = 28+yp

where W is the level (natural log) of joblessness in t.e former (latter) case
and p is a white noise disturbance.
In the two-limit tobit model, a latent variable for joblessness is.

defined by:

I* =« 28 +p,

with the observed nonemployment (W) described by:

[ege)
~3




=03

0 p < =28
W = I% if 99 - 28> u > -2 8,
99 g > 99-28

with p normally distributed, and 0 (99) weeks the lower (upper) limit.

The proportional hazard model is specified by:
(6.13) In h(w) = ho(w) Z5 ,

where the hazard rate h(w) is the probability of leaving joblessness at wick
w, conditional on reraining out—of-work through ihe end of w=1 [h(\") =
Pr(W = w|W > w-1] and hy is the baseline hazard function. The proportiornal
hazard asswntion implies that the covariates change the log hazard rate by a
fixed proportion across time. Hazard models are frequently estimated by
imposing parametric assumptions on the base line hazard. This paper uses the
more general semi-parametric partial iilkelihood estimator (first proposed by
Cox 1972), which only requires information on the rank-ordering of survival
times.3
ﬁegression coefficients are expected to be similar in the linear and two-

limit tobit models, since thz level of joblessness is the dependent variable

in both cases, and also in the log-linesar and accelerated failure time

as

3 The log-likelihood function (without ties) is:
L= 21248 - In By p exp(zyP)]

where Rj is the set of individuals at risk at veek vy (those with
Ve w).
i
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frameworks, where the dependent variable is the log of durations. The

coefficients should have the opposite signs in the proportional hazard model
because factors which increase the hazard rate (the probability of leaving
joblessress) reduce nonemployment durations.

Results from the 5 models, presented in Table 6.1, indicate that the
predicted determinants of joblessness are extremely robust to changes in the
estimation technique. H»>usehold status, sex, race, number of children and
earners, area unemployment rate, and the reason for displacement are highly
significant and have consistent signs in each model. Residence in right-to-
work states barely misses statistically significance in only the tobit model,
while the industry growth rate is measured with slightly greater precision in
the accelerated .ilure time and log-linear regressions than in the others.
The t statistic on written advance notice is slightly larger for the linear
mocel than the alternatives but the direction and general size of the findings
is simila:.

The root mean square error (RMSE) is slightly smaller in the linear than
the tobit model and much below those in the log-linear or accelerated failure
time frameworks. Similarly, the mean predicted joblessness of 27.63 weeks is
exactly equal to the sample average for the lineor case, slightly ;nderstated
in the tobit model (27.50 weel's), and significantly underestimated in the two
regressions where the dependent variable is the log of durations (12.Z2 and
16.35 weeks respectively). Because OLS is designed to minimize the RMSE, its

superior performancz by this criterie is expected. Even sc, the large

difference between predicted and actual average joblessness in the accelerated
failure time and log-linear models suggests serious misspecification when log |
durations are used as the dependent variable.

8¢

¢




Duration models might still be preferred because of their greater
facility for coping with censored data. To examine this possibility, we
consider the frequency with which the various models correctly predict right
censoring (durations above 99 weeks) and the number of instances where OLS
incorrectly forecasts negative joblessness (see the last 3 rows of Table 6.1).
None of the estimation techriques is able to anticipate extended joblessness
with any accuracy. Predicted joblessness is always less than 99 weeks in the
linear, log-linear, and tobit models. The accelerated failure time
formulation correctly forecasts right-censoring in 6 of 246 cases (2.4
percent) but incorrectly predicts it almost as often (for 4 individuals).
Conversely, OLS forecasts negative durations for only 25 respondents (1.3
percent of the sample).

These result; suggest that the advantages of the linear model, in
allowing for endogenous regressors, outweigh the potential costs of model
misspecification. They also indicate that greater attention needs to be pa.d
to the somewhat restrictive functional forms used in conventional duration

models.%
6.2 Switching Regression Results —— Postdisplecement Joblessness

Tables 6.2 and 6.3 display regression coefficients on X*N, A1, and Ay
from switching regression estimates of equation (6.11), obtained using the
aforementioned two-stage procedure. The gwitching criteria is WRITTEN in

4 addison & Portugal (1987b) examine slternative distributional

assumptions within the accelerated failure time framework. They do mot,
however, consider alternative models.
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Table 6.2 and NOTICE in Table 6.3. The selection coefficients provide no
evidence that workers choose positions in order to minimize postdisplacement
joblessness. This would require oy > 0 for notified workers and ggp < 0 for
non-notified individuals — which would imply positive (negative) regression
coefficients on iy (3g). Instead, the imprecisely measured Mill's
coefficients provide weak evidence that workers, both with and withouc written
advance notice experience more extended joblessness, than if their
notification status were zeversed (see Tadble 6.2). Table 6.3 reveals an even
less consistent pattern for the broader definition of prior notice. Again
there is no evidence that postlayoff joblessness is a key determinant of the
type of predisplacement employment chosen.

More generally, the low statistical significance of the selection
coefficients iwplies that the switching model only partially solves the
endogeneity problem. At least two possibilities deserve further
consideration. First, factors other than postdisplacement joblessness (e.g.
wages and fringe benefits) may play a more crucial role in determining whether
individuals accept positions offering prior notification. This would be
consistent with the evidence that notified workers have relatively high rates
of health insurance coverage and receive positive wage residuals in
predi;placement jobs. Alternatively, positions providing notice may be
rationed such that firm rather than individual characteristics are of key
importance. For example, large or unionized firms may frequently provide
advanced warning and, if they also pay efficiency wages, have job queues.

Becsuse the DWS contains relatively sparse firm level information, the

analysis will then fail to capture imporéant sources of endogeneity.
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The switching regression interaction terms reveal significant differences
ir the effects of prior notification across population subgroups.

Particularly interesting are the large reductions in joblessness associated
with written advance notice among married persons, household heads, and
displaced workers living in areas with high unemployment (see Table 6.2). For
instance, formal notice decreases the expected nonemployment of married
household heads residing in areas with local unemployment rates 5 percent
above the national average by over 10 weeks, compared to their non-notified
counterparts; the zorresponding red ction for the same individuals living in
areas with unemployment 7.5 percent greater than average is almost 20 weeks.>
Relatively large reoductiens are also observed for highly educated workers
receiving written notice.

Interestingly, none of the above groups exhibit markedly reduced
joblessness when the brocader measure of early notice, which includes informal
notificaticn, is employed (see Table 6.3). This further qualifies the
usefulness of previcus research which has relied on the more general
benchmark. Tatle 6.2 also provides somé indication that written warning leads
to relatively large beneficial effects for monwhites, females, and workers
displaced because of plant closings or from fast growing industries. These

effects are measured imprecisely, however, and so should be considered

preliminary.

5 A1l other regressors are evaluated at the sample means. Howland &
Pelerson (1988) have previously documented the importance of local labor
market conditions in determining the reemployment success of displaced

workers.
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6.4 Postdisplecemert Earnings

We mnext use the svitcping framework to consider the impact of
endogenously provided advance notice on survey date earnings. The basic model
is the same as above, except that we now also allow for selection bias in the
reemployment equation (as discussed in chapter 5). Using the standard two-—

stage "Heckman" correction for selection bias, the wage equations are:
(6.34) Wy = X B+, 71+

for notified workers and

(6.15) Wo = X Bp+ 2, 70+ s

for non-unotified individuals. A, is the inverse Mills ratio from the
reemployment wage equatica and W now indicates real wveekly wages in January

1988. We again directly obtain estinates of interaction effects between N and

X (and ),) by estimating the single equation:

(6.16) W =X By + X*N (B1=Bp) + A, 70 + X*N (B1=Bg) + AN (m—vp) + v .
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The inclusion of ), as a separate regressor is appropriate only if the

6

error terms from the reemployment: and switching regressions are independent.
To provide an indication éhether is the case, we first estimated, by maximum
likelihood, a bivariate probit model consisting of the reemployment and
switching equations, with NOTICE and WRITTEN as the notification variables.
The estimated correlations between the disturbtance terms, which are shown in

Table 6.4, are always extremely small ard the t statistic never exceeds 0.3.

7

This suggests that the assumption of independence is reasonable.

Table 6.5 presents estimates of the interaction terms of switching model
described by equation (6.16). Three types of advance notice — NOTICE,
WRITTEN, and ADV3 — are included as switching criteriz. Since the reduced
form estimates, in chapter 5, indicated that the regression covariates had
.fairly similar effects across the gender and reason for displacement
subsamples, the table presents results for only the full sample.8 Table 6.6
show estimates for a model which is identical to that in table 6.5, except
that the inverse Mills variables are excluded. The findings are virtually
identical in the two cases, which indicates that reemployment selection biases
are relatively minor and that the results of the "Heckman" corrected

6 1f they are not, the system of reemployment and switching equations
should be estimated as a bivariate probit model using maximum likelihood

techniques. Wymand & Bernard (1981) propose an estimator which is appropriate
in this case.

7 An alternative test involves exanining whether the value of ; - ;0
is close to zero in estimates of (6.16). As shown below, this test also
supports the independence assumption.

€ fThe switching model was separately estimated for males, females,
laidoff workers, and those involved in plant closings, with similar
coefficients on the covariates to the full sample results displayed in the
table.
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regressions do not depend on specific assumptioﬁé about the error
distributions.

Section 6.3 indicated that written advance notice strongly reduces the
postdisplacement joblessn;ss of some groups (household heads, married persons,
and residents of economically depressed localities) while having little or no
effect on others. There is iess evidence of a differential impact of
prenotification on survey date earnings. None of the interaction coefficients
are statistically significant when WRITTEN is used as the notification
criteria and only those for job tenure when ADV3 is employed. Intergroup
differences appear more important when NOTICE is utilized as the switching
variable; however, the vagueness of this criteria again makes it difficult to
interpret the meaning of the disparities.

Table 6.7 displays estimates for the switching coefficients (io and Al)
and inverse Mills ratio (Aw) for the full sauple as well as for subsamples
stratified by sex and reason for displacement. The coefficient on )}, differs
insignificantly from 0 in all the regressions, which is consistent with the
earlier evidence indicating that reemployment occurs indepen&ently of
potential wages.

Recalling that the coefficients on A, and A; show estimated values of o4y
and 0y,, respectively, the negative full sample values for both parameters
imply that the expected value of the error term on the survey date wage
equation is positive (negative) for notified (non-notified) workers. This
fmplies that the average displaced worker would obtain a smaller wage benefit

from advance warning than does the typical respondent who actually received

early notice and suggests that gthe reduced form wage yegressions overstate the
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beneficial effects of mandatory advance notice. The switching coefficients
also indicate the importance of unobserved heterogeneity, where workers with
greater endowments »>f marKet valued traits are more likely to receive advance
notice than are their less desired counterparts. The coefficients on Ay and
A, vary across subsampies but are generally measured sufficiently iwmprecisely
as to prevent interpretation of the differences.

To provide a éummary measure of the effect of advance notice on survey
date zarnings. I reestimated the switching model with the coefficients on the
non-notification covariates constrained to be equal in the two wage equations
and the impact of prior notification restricted to an intercept effect. The

second stage regression equation in this model is:
(6.17) u-Xﬂ""Aw""'Nﬂn""A0002+A1012+U,

with B, indicating the average impact of civance notice on the natural log of
weekly wages. Table 6.8 displays estimated coefficients on bn' Ag, and Ay
obtained from regressions of (6.17).

The switching parameters continue to indicate negacive selection for non-
notified workers and positive selection for notified respondents, when NOTICE
or WRITTEN are the switching criteria, but the effects are imprecisely
measured ADV3 is used (see Table 6.8, column 1). Given the direction of
endogeneity bias, it is not surprising to find that the predicted notification
effects are mich smaller in these estimates than in the reduced form
regressions of Chapter 5. What is less explicable are the large negative

values on the coefficients. For example, the full sample estimate implies
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that written advance notice causes survey date earnings to be reduced by
approximately two-thires. In the absence of a mechanism by which
prenotification could dramatically worsen outcomes, such a large negative
impuct is clearly implausible.9 We therefore conclude that although the
switching regression model provides some information on the nature of
endogeneity bias, the the resulting estimates of the impact of prenotification
are unreliable.

Three additional points deserve mention. First, written mnotice of more
than 2 months continues to have a large (although imprecisely measured)
beneficial effect on survey date wages (see row 7). This is consistent with
evidence of the previous chapter indicating the more favorable impact of
lengthy than short formal notification. Second, written notice continues to
have a larger salutary impact on survey date earnings following plaat closings
than layoffs (columns 4 and 5). Third, the switching coefficients on the
layoff subsample underscore the failure of this method to fully account for
endogeneity bias. Recalling that the reduced form zutimates® of chapter 5
indicated a negative impact of written advance notice on this group, which was
attributed to endogeneity bias, the switching model regressions were expected
to resvlt in more positive predicted outcomes, Instead, the regressions
indicate negative selection for mon-notified workers and positive selection
for notified individuals, when using NOTICE or WRITTEN as the switching

criteria, which leads to even larger reductions in predicted earnings for

9 The predicted effect is virtually identical when interactions between
advance notice and the full vector of covariates (evaluated at the sample
means) are allowed for. Ehrenberg & Jakubson's /{1988) attempts tc endogenize
advance notice also result in substantial negative predicted impacts in
several cases.
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prenotified respondents. The findings are more promising, but hardly

conclusive, when formal noti:e exceeding 2 months is considered.
6.5 Summary

Prior to 1989, advance notification was mandatory in only 3 states.
Reduced form estimates of the impact of voluntary prior nntice on
postdisplacement wages and Jjoblessness may therefore suffer from endogeneity
biases which limit their ability to predict the effecvs of manda:ed
prenotification. This chapter presents a preliminary attempt to eliminate
these biases, in the form of a switching regression model with endogznous
switching.

Since the switching fiamework assumes that the dependent variable is
linear in the covariates, we first tested whether the a.sumption of linearicy
was unhreasonable when considering postdisplacement joblessness — where some
observations are right censored curations or truncated at zero. Tbe
determinants of nonemployment were found to be robustly estimated across a
wide variety of models. If anything, models which assume the depeédent
variable is linear in the covariates (e.g. OLS, tobit) performed better than
those where the log of joblessness is linearly related to the regressors (log-
linear, accelerated failure time).

Written advance notice leads to relatively la. ‘e reductions in
nonemployment durations for three groups of special concern — mazried
nersons, household heads, and displaced workers located in regions of high

uriemployment — as well as for highly educated indivicduals, Where intezgroup

10
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differences in the effects of formal notice were less pronounced for survey
date earnings than postdisplacement joblessness, endogeneity bias is of
greater concern. SpecificFlly, individuals receiving voluntarily provided
advance notice benefit from it wore than the average displaced worker would be
expected to. This implies that reduced form estimates of chapter 5 overstate
the beneficial wage impacts of premotification. Unfortunately, the switching
estimates imply that early notice (expect for written announcements over 2
months before displacements) is associated with implausibly large reductions
in earnings. The predicted wage effects, from this model, must therefore be
considered unreliable. Pending further study, it seems most reasonable to
assume that estimates from reduced ferm wage equations in chapter 5 represent
an upper bound on the benefits of written notification for survey date
earnings. Further research to obtain a corresponding lower bound is clearly

needed.
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Regressor

EXP

EXPSQ

EbUC

EDUCSQ

TERURE

TENRSQ

HARRIED

KEAD

FEMALE

BLACK

OTHRACE

KUKCRILD

KUMEARK

PRIPREV

KINS

CLOSING

RESID

STEUNION

RTWORK

URATE

AREARATE

inesr

0.105
(0.32)
0.009
(1.28)
-0.863
(0.48)
0.013
(0.19)
0.517
(1.39)
0.005
(0.48)
2.230
(1.09)
-12.543
(6.07)
6.340
(3.26)
11.960
(4.84)
17.689
(4.32)
3.247
(5.15)
-7.075
(8.03)
4.226
(1.30)
-2.743
(1.52)
-4.116
(2.78)
-0.577
(0.34)
-0.108
(0.20)
-4.278
(2.09)
-0.62
(0.82)

2.130 .

(5.87)

-105-

Table 6.1:

Estimetes of Postdisplacement Joblessness

Using Various Regrsssion Mod=ls

Jobit

0.106
€0.26)
0.012
€1.43)
-0.463
€0.27)
-0.016
€0.19)
0.401%
€0.84)
0.915
€0.93)
2.368
€0.93)
~15.738
(5.83)
9.051
(3.44)
15.999
(5.48)
22.293
6.9
4.225
(5.53)
-9.219
(8.25)
2.718
€0.75)
~3.397
(1.43)
-5.413
(2.84)
-1.97%
€0.36)
~0.126
€0.73)
~4.597
(1.7T1)
-C.994
€1.02) -
2.641
(5.96)

imation ¥

Ace, Failure

0.026
€1.35)
6.6E-5
€0.16)
0.003
€0.03)
-0.001
€0.01)
0.018
(0.83)
S.AE-4
{0.68)
0.095
€0.31)
-0.731
€6.14)
0.396
€3.50)
0.639
(4.38)
1.002
€6.16)
0.161
(46.25)
-0.353
€7.12)
0.0%7
€0.51)
-0.109
(1.04)
~0.268
(3.12)
-0.122
€1.26)
-0.010
(1.28)
-0.262
{2.20)
-0.020
€0.45)
0.10.
€4.95)

110

Log-Linear

0.033
(1.96)
~2.5E-%
€0.67)

0.012
€0.12)
-0.002
€0.45)

0.009
€0.47)

4.TE-
(0.70)
-0.015
€0.14)
~-0.598
(5.63)

0.326
(3.21)

0.480
3.71)

0.880
€4.11)

0.119
(3.62)
-0.270
(5.86)

0.046
€0.27)
~0.069
€0.73)
-0.260
(3.368)
-0.126
(1.43)
-0.011
€1.53)
-0.232
(2.16)
-0.015
€0.37)

0.079
4.19)

prop-Hzrd

~0.006
€0.51)
~2.6E-%
€0.96)
0.011
€0.16)
&.9E-5
€0.03)
~0.015
1.15)
~2.0E4
€0.43)
-0.048
€0.67)
0.445
(5.93)
~0.216
(3.04)
~0.405
€4.35)
~0.624
€4.05)
-0.105
€4.56)
0.222
(7.16)
<0.140
(1.18)
0.073
(1.12)
0.122
(2.35)
0.043
€0.70)
0.003
€0.63)
0.154
(2.14)
~7.9E-%
€0.03)
—0.064
€4.92)

il
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INDCHG -9.575 -0.727 -0.051 -0.051 0.025
(1.52) (1.45) 2.32) (2.58) (1.87)
OCCRATE 0.111 0.129 0.008 0.008 ~0.004
€0.34) €0.29) €0.42) €0.48) €0.35)
INOUN1OM ~0.034 -0.032 -0.002 -0.002 0.002
€0.43) C(0.31) (0.44) €0.46) .71
OCCUNIOR 0.038 0.060 0.003 0.002 -0.002
€0.51) (0.60) €0.70) €0.63) 0.77)
UIPROB -3.279 -3.918 0.165 0.349 -0.053
€0.57) €0.49) (0.49) (1.15) €0.25)
WRITTEN 4.380 4.554 0.1% 0.135 -0.133
(2.24) T (1.88) (1.63) €1.32) (1.83)
RMSE 29.885 30.023 32.398 34.327

Predicted Joblessness:

mean durstion: 27.63 wks 27.50 wks 16.35 wks 12.22 wks
weeks > 99:
correct 0 0 6 0
incorrect 0 0 4 0
weeks < O: 25
Notes:

1. Absolute values of asymptotic t statistics in parentheses. N = 1873; 13.1X of observation: are censored ot
99 weeks. Average joblessness is 27.63 weeks.

2. Description of estimation technique, deperdent variable for various models:

jnear: estimation = ordit.ry least squares; dep. var. = survival time

Acc. Failure: estimation = acc. failure time; dep. var. = log survivel time

prop. Hzrd: estimstion = Cox proportional hazard; dep. var. = haiard rate .
Jobit: estimation = two-limit tobit; dep. var. = survival time

jog-Linear: estimation = ordinary least squares; dep. var. = log survival time

3. Spell durations set to 0.5 weeks in the acc. failure, prop. hzrd., and log~linear models for persons out-
of-wark less than one week.
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!ggressor

EXp

EXPSQ

EDUC

EDUSQ

TENURE

TENSQ

MARRIED

HEAD

FEMALE

BLACK

OTHRACE

KUMCHILD

KUMEARN

PRTPREV

HIKS

CLOSING

RESID

STEUNION

KTWORK

URATE

AREARATE
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Isble 8.2:

Switching Regressicn Eslimates for Postdisplacescnt
Joblessness (Switching Critecia = Written Notice)

All
Yorkers . Meies females
-0.707 -2.094 ~0.05%
(0.63) (1.7 €0.05)
0.014 0.044 -0.022
(0.64) €1.67) €0.61)
-12.8%4 ~7.605 ~22.468
(1.88) (0.78 (1.91)
0.591 0.:248 0.992
(2.01) (0.72) (2.10)
~0.322 -0.605 1.489
€0.22) €0.47) €0.63)
0.032 €.026 0.087
€0.97) €0.69) €1.10)
-15.172 -5.986 ~49.015
(2.40) €0.73) (2.44)
~20.329 -22.561 ~29.140
(3.24) (1.7 (2.01)
-6.332
€0.67)
~7.798 ~5.577 -36.189%
(1.04) €0.60) (2.13)
-5,149 -16.0564 ~0.418
(0.39) (1.05) €0.02)
1.0856 ~2.311 11.485
€0.56) €0.74) €2.19)
~0.018 0.432 17.404
€0.91) €0.14) (2.02)
0.734 -9.540 53.295
0.05) €0.52) (1.80)
5.923 10.476 60.229
€0.37) (1.26) €1.87)
-4.5T2 -6.068 16.602
10.74) €1.05) (1.56)
~1.975 -3.891 51.333
€0.30) (1.35) (2.15)
0.412 0.364 1.912
€0.74) €0.75) €1.87)
~5.824 -2.583 -~25.081
€0.82) €0.32) (2.27)
2.627 3.629 7.021
€0.98) (1.41) €1.29)
-3.803 -3.531 ~0.594
€2.45) (2.04) €0.29)

112

Closings

-1.033
€0.67)
0.021
{0.72)
~14.827
(1.89}
0.558
(1.91)
0.503
€0.23)
—6.8E-4
€0.01)
~14.513
(1.97)
~21,348
(2.47)
—£.995
{0.72)
~16.763
€1.76)
-11.510
€0.80)
2.519
€0.93)
~-2.620
€0.73)
1.670
€0.11)
13.018
€0.91)

-6.629
€0.88)

0.606
(1.10)
-0.319
€0.03)

4.251
€1.13)
-3.826
(2.32)

asyotfs

0.822
€0.47)
~0.040
€0.37)

3.531
€0.20)
~3.2E-3
€0.01)
-~1.026
€0.47)

0.104
(1.26)

-18.644
(1.28)
~14.725
€1.54)
~3.009
€0.30)

1.781
€0.14)
15.252
€0.82)
~0.924
€0.30)

4,682
€1.02)
~5.543
€0.30)
~5.132
€0.45)

8.858
€0.99)
0.452
€0.67)
~13.436
(1.43)
3.250
€0.87)
-3.802
(1.87)




INDCHG - -2.026 -1.148 % -1.731 -0.985 ~3.283

(1.22) €0.80) €0.65) €0.61) (1.38)
OCCRATE «J.128 -0.744 1.518 -1.055 1.365
€0.08) €0.54) €0.66) 0.71) €0.85)
IKDURION -0.282 2 -0.245 ~0.09v ~0.235 -0.587
€0.45) €0.66) €9.19) €0.71) €0.95)
OCCUXION 0.45% 0.250 1.447 0.513 0.543
€1.98) (1.00) (2.53) €1.45) €1.36)
UIPROB B.147 -1.321 -18.974 7.801 -6.614
(0.40) £0.05) €0.64) €0.37) €0.19)
Ao 4£1.821 12.218 88.291 23.833 ~3.778
€1.58) £0.70) £2.61) (1.90) €0.19)
oY) ~5.090 -56.918 ~125.804 -17.417 ~31.941
(G.11) €0.28) €1.78) €0.50) (1.32)
M 2) {3 “) (5
Notes:

1. The switching model is of the form: 1* = 24y - o V. =X pj 4 u., wnere ¥=1 and j=i if 24 2 By ard N=0
and j=0 if 24 < By 2 contains all the regressors in X, plus dummy varisoles for states with manclatory or
voluntary advance notice provisions. The estimates are obtained using a two-stage procedure, where the
second-stage regression equations ace: W = X By ¢ X*N “1"’0’ + Aoaoz + A,‘a,‘z + vy, with A = [6C.3/Y-
40.01*(1-N) and A= 1-¢0.)/9C.)01*H. ECQu) = 0; ¢(.) and #C.), respectively, are the p.2.f. and c.d.f. of
the standard normal distribution eveiusted at 42.

Coefficients displayed sre for the interaction terms X°N. Absolute values of asymptotic T statistics in
parentheses, The sample is restrictec to persons displaced betueen 1983 and 1985,
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Table 6.3:
Suitching Regression Estimstes for Postdisplacemwnt Joblesshess
(Switching Criteria= W¥ritten or Unmritten Notice)

All '
Regressor Workers Males Fematles Closings heyoffs
EXp -0.15¢4 -1.075 0.675 0.853 ~0.59¢4
(D.24) €1.38) €0.59) 0.84) €0.56)
EXPSQ 6.0E-3 0.026 -0.012 -0.013 4.7e-3
€0.42) (1.48) €0.47) €0.53) €0.19)
Eouc —4.886 —4.584 ~2.565 -3.112 ~3.557
€1.18) 2.95) €0.36) €0.48) €0.51)
Epucse 0.213 J.213 0.113 0.139 0.166
(1.33) (1.16) 0.41) €0.57) €0.64)
TENURE -1.381 -0.725 -1.961 -1.814 -1.19¢
(1.81) €0.80) (1.21) (1.83) €0.91)
TENSQ 0.038 0.015 0.062 0.040 0.084
(1.4h) €0.47) €0.85) (1.23) (1.65)
MARRIED 0.422 6.796 -9.483 7.857 -2.705
€0.09) €0.82) €0.75) (0.69) €0.41)
KEAD -4.324 -5.427 -11.362 -2.830 -5.828
(1.05) €0.75) €0.96) €0.47) €0.88)
FEMALE -0.192 7.500 ~0.642
(0.04) €0.55) €0.10)
BLACK 2.281 1.674 4.303 2.324 -0.942
€0.48) €0.28) €0.49) €0.29) €0.12)
OTHRACE -7.698 -22.660 11,981 -18.929 4.878
€0.84) (2.22) €0.79) (1.40) €0.33)
NUMCHILD ~-1.672 -%.327 0.184 4,164 ., -1.022
(1.04) (1.80) €0.07) €0.96) €0.52)
KUMEARK -1.150 -0.157 ~-1.302 ~3.900 0.906
€0.63) €0.06) €0.39) (1.12) €0.33)
PRTPREV 7.106 7.240 6.605 12.728 9.874
€0.86) €0.63) €0.56) €0.84) €0.93)
HINS 10.031 7.807 11.108 17.986 12.446
(1.31 €0.75) (1.08) 1.09) (1.45)
CLOSING 2.585 1.004 2.216
€0.37) €0.13) €0.18)
RESID ~4.536 r -2,823 ~4.918 -10.305 -2.749
(1.19) €0.62) €0.74) €1.20) 0.53)
STEURION -0.158 -0.024 -0.327 -0.032 0.409
€0.56) €0.07) (0.68) €0.08) (0.95)
RTWORK -0.022 0.280 ~0.672 6.768 -6.588
€0.01) €0.06) €0.09) 7,0.80) (1.07)
URATE ~-1.294 0.787 -3.860 +0.395 ~0.935
€0.76) €0.34) €1.35) €0.11) €0.40)
AREARATE -1.100 -1.352 ~0.740 -1.924 -1.822
(1.06) €0.63) (0.51) €0.77) (1.54)
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INDCHG
OCCRATE
INDUNION
OCCUNION
UIPROB
%o

|

Notes:

-0.755
€0.87)

0.692
€0.89)

0.101
€0.42)
~0.048
€0.31)

&£.172
€0.31)
~3.207
€0.15
-9.227
€0.49)

m

-0.719
€0.84)
0.648
€0.74)
2.8-3
€0.61)
~0.084
(0.37)
3.541
{0.17)
15.565
€0.52)
9.010
€0.31)

(2)

-110-

-0.197
€0.92)
0.505
€0.35)
0.032
€0.08)
0.084
0.27
—4.094
€0.19)
-24.T759
€0.86)
-26.620
(1.26)

3

1. The switching model is the same as in Table 6.2.

2. Coefficients displeyed are for the interaction terms X*K. Absolute values of asymptotic T statistics in
parentheses. The sample is restricted to persons displaced between 1983 and 1985.
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-0.148
€0.10)
0.488
€0.37)
0.317
€0.97)
-0.137
€0.64)
25.827
€0.88)
30.916
€0.63)
-11.112
€0.23)

)

0.081
€0.06)
1.657
(1.60)
0.110
€0.30)
0.190
0.73)
-4.136
€0.22)
-1.959
€0.10)
-21.166
(1.43)

)




Table 6.4:
Estimmted Correlation Betueen zrror Terms in Reesployment
and Advance Notice Suitching Equetion

suit:hing Varisble

NOTICE
Group

All Workers: 6.9E-3
(0.14)

-2.6E-3
€0.04)

0.024
€0.29)

-2.0E-3
€0.03)

0.017
€0.72)

Notes:

1. Table shows estimated correlation betueen the switching regression and reemployment error terms (p) from
FINL estimates of the bivariate probit regressions. )




gggre§sor

EXP

EXPSQ

EDUC

EDUCSQ

TERURE

TENSQ

WARRIED

HEAD

FEMALE

BLACX

OTHRACE

WUMCHILD

NUMEARN

PRTPREY

KIRS

CLOSING

RESID

STEUNIOR

RTWORK

URATE

AREARATE

=112~

Table 6.5:

SNitching Regression Estimetes for Postdispcacement Wages

{Includes Correction for Reemployment Selection)

OTIC

-0.010
€0.792
1.95-%
€0.68)
-0.039
€0.50)
6.1E=4
€0.20)
0.019
(1.27)
=7.6E-4
€1.42)
-0.132
€1.30)
0.091
€0.98)
-0.027
€0.27)
-0.160
€1.70)
0.200
€1.15)
€..40
€1.24)
0.071
€0.98)
-0.322
€1.98)
0.005
€0.03)
0,060
(0.45)
1.8E-4
€0.00)
-0.010
Q.70
-0.110
(1.37)
0.012
€0.38)
0.019
W.95)

Doperdent Variable

WRITIEN

-0.021
€0.96)
4. TE
(1.08)
~0.041
€0.26)
0.001
€0.23)
0.017
W.61)
-4, k-4
€0.66)
~0.004
€0.03)
-0.060
€0.42)
-0.0C4
€0.48)
-0.166
€1.19)
0.210
€0.88)
0.030
€0.79)
-0.011
€0.10)
-0.085
€0.29)
0.147
€0.52)
0.173
(1.49)
0.082
€0.65)
-0.007
€0.71)
-0.055
€0.41)
-0.010
€0.20)
0.033
(1.10)
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~0.045
(1.15)
9.86-4
€1.19)
-0.449
(1.3
0.014
€1.20)
0.072
€1.60)
-2.16-3
(2.06)
0.041
€0.19)
~0.004
€0.01)
0.394
€1.25)
0.092
€0.29)
~0.403
¢6.89)
0.081
€1.08)
~0.153
0.73)
-0.277
€0.72)
0.274
€0.56)
0.079
€0.24)
0.242
€0.83)
0.010
£0.55)
0.019
€0.08)
-0.026
€0.28)
0.028
0.7
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INDCKG -0.007 0.008 0.049
€0.42) €0.262 (1.10)
OCCRATE -0.020 C.017 -0.020
(1.36) €0.52) €0.41)
IROUNION -0.001 £.003 0.004
€0.27) €0.49} €0.46)
OCCUNIOH -0.001 -0.005 0.007
€0.40) 9.24) €0.64)
UlprROB -0.420 -0.3¢3 -0,731
€1.55) €0.97) €i.21)
A 0.081 0,332 -0.618
€0.37) €0.97) €0.97)
o -1.058 ~1.209 ~-0.%09
2.37) {2.42) €0.50;
.\1 -0.790 ~0.690 -0.479
(2.29) €0.82) €0.62)
1) (2) 3
Notes:

1. The switching model is of the form: 1* = 24 - poi Vo Xpe J + u., where NxY and j=1 if 29 2 By
and =0 and j=0 if 24 < By Z contains all the regressors 1n X, plus dumy variables for states with
mandatory or voluntary advance notice provisions. The estimates are obtained using a two-stage procedure,
where the second-stage regression equations are: W = X Bp*t 2, 10" X*K (31-00) + AH'N (11-— 10) + ‘\0"02
+ .\1012 + v, with A E (6¢.)/1-4(.0)*(1-N) and Ay = (-8 )/8C. )N, A, is the inverse Nills rotio from a
probit reemployment equation which includes all the regresscrs in 2, plus dummy variables indicating
states with mandatory or voluntary advance notice provisions. ECuv) = 0; ¢(.) and #(.), respectively, are
the p.d.f. and c.d.f. of the standard normal distribution evaluated at 42.

2. Coefficients displayed are for the interaction terms X*N. Absolute vatues of asymptotic T statistics in
parentheses. The satple is restricted to persons displsced between i¥a3 and 1985.
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Table 6.6:
Suitching Regreszion Estimates for Postdisplacement Uages
(No Correction for Reemployment Selection)

Dependent Variable
Regressor NOTICE WRITIEN ADVE
EXP ~0.009 -0.023 -0.049
€0.76) 1.04) 1.26)
£XPSQ 2.0E—% &.5E~4 9.6E—%
€0.70) €1.03) (.17
EDUC -0.037 -0.032 -0.451
€0.48) 1..20) (1.38)
EpUCSe 5,1E~4 0.001 0.015
€0.17) 0.21) (.27
TENURE 0.019 0.016 0.076
€1.30) €0.59) (1.68)
TENSO ~7.6E~% ~4,5E—4 -2.26-3
€1.43) .71 (.27,
NARRIED ~0.118 ~0.050 ~0.024
(%.24) €0.42) €0.11)
HEAD 0.074 0.012 0.150
€0.92) €0.10) €0.47)
FEMALE -0.030 ~0.061 0.478
€0.31) €0.35) (1.59)
BLACK -0.159 -0.169 0.057 l
€1.69) (1.20) €0.18)
OTHRACE 0.201 0.210 -0.312 ‘
€1.16) (2.28) €0.71)
KUMCHILD 0.044 0.019 0.073 ;
¢1.461) €0.5% €0.98)
WUMEARN 0.048 0.076 0.004 |
1.29) 1.33) €0.03) \
PRIPREY -0.321 ~0.094 -0.249 |
. €1.98) €0.32; €0.65)
HINS 8.9t 0.161 0.314
(0.01) (0.57) (0.64) |
CLOSING -0.064 0.187 0.106 |
€0.47) 1.64) €0.33) |
RES10 0.007 0.046 0.147
€0.10) {0.38) €0.54)
STEUHION ~0.009 -0.008 0.208
€1.76) 0.78) €0.4%)
RTUORK -0.116 -0.032 0.05¢4
€1.47) €0.24) €0.24)
URAYE 0.010 ~0.001 ~0.008
€0.31) €0.03) €0.09)
AREARATE 0.021 0.026 0.019
(1.08) €0.90) €0.54)
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1¥DCHG -0 C07 0.010 0.044

(0.44) €0.33) €0.98)
OCCRATE -0.019 0.016 -0.024
(1.35) €0.59) €0.50)
INDUNION -0.001 0.004 0.004
€0.28) 0.47) (0.47)
OCCUNION ~0.001 -0.005 0.008
€0.41) €1.21) €0.71)
UIPROB ~0.453 -0.252 ~0.433
(1.78) €0.67) {5.84)
A0 ~1.059 ~1.192 -0.289
(2.38) (2.39) €0.85)
Ay -0.788 ~0.680 -0.477
€2.29) (0.81) €0.62)
1) €2) 3)
Notes:

1. The suitching model is of the form: I* = 24 - By Uj = "j"j + y., where K=l and j=1 {f 29 2 ) and N=0
and j=0 if 29 < Hoe 1 contains all i -2 regressors in X, plus dunmy variables for states with mandatory or
veluntary sdvance notice provisions. The estirates are obtained using a two-stage procedure, where the
second-stage regression equations are: W = X 5y * X*N (51-—50)‘ 20%02 * ).1012 + v, with A = [é¢.)/1~
(. )1*(3-N) and Ay = {-6(.)/8¢.)3"N. E(v) = 0; é(.) and #(.), respectively, are the p.d.f. and c.d.f. of
the standard normal distribution evaluated at 42.

2. Coefficients displayed are for the interaction terms X*N. Absolute values of asymptotic T statistics in
parentheses. The sample is restricted to persons displaced between 1783 and 1985.




Table 6.7:
selection and Suitching Coefficients for Switching
Nodel with Correction for Ressployment Selection

Subserple
Adv. Notice
Regressor All Workers ' Males Fermales Plant Clogings Lsvoffs
Notice
A, 0.081 0.062 ~0.083 0.090 0.173
€0.37) €0.19) €0.26) €0.32) €0.47)
Ao -1.058 ~-0.519 -1.121 -1.855 ~-0.44%
€2.37) (0.86) (2.03) €(1.90) (1.05)
11 -0.790 ~-0.308 -0.214 0.388 -0.309
(2.29) €0.52) €0.58) €0.42) (1.16)
Written
A“ -0.332 ~0.989 -0.061 -0.413 -0,029
€0.97) (1.62) €0.11) €0.80) (0.06)
Ao -1.209 ~0.067 0.727 0,079 0.010
(2.42) €0.19) (1.10) (C.17) (0.02)
11 -0.6%0 -0.190 -0.630 0.764 -0,623
€0.82) (0.40) €0.48) €1.24) (1.36)
Adv3
A“ -0.518 -1.337 0.12A =0.674 - A
(0.97) (1.21) €0.0v) €0.70)
.\0 -4.309 0.083 0.208 -0.270 0.595
€0.90) €0.18) €0.42) €0.63) €1.90)
11 ~0.479 0.693 -3.679 . -0.327 b
€0.62) 0.79) €0.97) (0.43)
fiotes:

1. The switching iwdel is of the form discusted in Table 6.5.

2. Due to the small number of laidoff workere receiving written notice of greater than 2 months, 2, and 44
were linear combinstions of some of the covaristes and to parameter estimates could nat be obtained.
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Table 6.8:
Seloction and suitching Coefficiants for Suitching
Model without Interactions between Advance ¥otice and Covariates

Sibsample
Adv. Notice
Regressor All Workers Nales Females plant Closings Leyoffs
Notice
s, ~1,446 0,763 -0.857 -0.882 -0.608
(3.38) €1.13) €1.88) €0.84) €1.69)
3 -0.851 -0.396 -0,582 ~0.460 ~0.480
‘3.15) €0.93) (2.00) €0.75) €1.89)
4\1 -0.95¢ -0.601 -0.438 «0.676 <0.275
(3.41) (1.40) (1.43) 0.97) €1.21)
*
ur*aten :
L ~1.092 -0.300 0.75¢ 0.239 ~0.364
12.23) (0,84) €1.12) €0.64) €0.90)
'\0 ~-1.279 <0.169 0.556 0.150 -0.320
£2.68) (0.51) £0.89) €C.44) €0.85)
A -0.458 -0.18¢9 0.406 0.104 -0.109
€1.92) €1.01) €1.22) €0.45; €0.5C)
Adv!
2, 0.283 0.239 0.405 0.443 0.107
€0.85) €0.63) €0.93) (1.19) €0.22)
.\0 -0.167 0.174 0.202 -0.248 0.613
€0.50) €9.50) €0.42) €0.59) (2.03)
3, 0.090 0.085 0.06% 0.192 -0.035
€0.5%) €0.45) €0.31) (1.91) €0.14)
Notes:

1. The suitching model §s of the form: v & 29 - Y N, sXgeRp, ¢y, vhere Nzt and js1 {f 27 2 By ard
N0 and }=0 if 29 < Hae Z contafns sll the regressore in X, plus cummy varfsbles for states with
sandatory or voluntary sdvance notice Swovisions. The estimates are obtained using s two-stage procedure,
vhere the second-stage regressfon equatfens are: Hs X g+ A T4 ]} 8, ¢ on 2* A1c12 + v, uwith

g = [6C.3/1-90C.3)%(1-H), Ay = [-6C.3/70(.)3°N and L “1"’0"’ L is the inverze Xills ¢utio from s
prebit reemployment euation which includes all the regressors 1a 2,~plus dumy varfables indicating
states with mandatory or vz(untery sdvance notice provisions. E(v) < 0; ¢(.) and #(.), respectively, sre
the p.d.f. and c.d.f. of the standard normal distribution evaluated st 2.
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Chapter 7:

Conclusions and Policy Implications

This report analyzes the effects of advance notification on
postdisplacement joblessness and wage changes using a new data source which
differentiates between written notice and lass formal types of early warning.
This distinction is crucial. Research examining the impact of informal
notification, which includes both verbal announcements and ill-—defined
nexpectations" of impending displacements, has limited relevance for the
current policy debate on the efficacy of legislatirm mandating specific
vritten advance notice. For instance, some workers receiving general
information on the possibility of future layoffs (without precise knowledge
about when or .ho will be terminated) immediately begin searching for new jobs
and may become reemployed relatively quickly once displacement occurs. This
provides little information, however, about the consequences of mandatory
written notice.

Empirically, the effects of formal and informal notice are very
differcat. workers expecting terminations ége much more likely to obtain new

.
positions without intervening nonemployment than individuals surprised by
their loss of jobs. Failing this, they have somewhat shorter durations of
nonemployment. In contrast, written advance notice is associated with smaller
{ncreases in the probability of time out-of-work and with no reduction in
average joblessness. Conversely, persons receiving more than 2 months formal
notice of impending displacements have considerably higher survey date
earnings than their counterparts but there is no evidence of wage gains for
either informzlly notified individuals or for those receiving written notice

shortly before the loss of jobs.




The reduced form regression estimates predict increased joblessness for
persons notified in writing and, among this group, lower wages for individuals
losing jobs as the result of partial layoffs. Absent any theoretical reason
why prior notice should levéthen durations or decrease wages, these results
suggest misspecification of the estimated model, quite possibly because of the
fajlure to account for the endogeneity of advance notice.

A switching regression model (with endogénous switching) was estimated in
an attempt to solve the endogeneity problem. S;nce the swit:hing framework
assumes the dependent variable is linear in the covariates, we first examined
whether this assumption imposes undesirable restrictions when examining
postdisplacement joblessness, given the presence of right censored observation
and truncation of the dependent variable at zero. The determinants of
nonemployment durations were found to be robustly estimated across a wide
variety of models. If anything, those which assume the dependent variable is
linear in the covariates (e.g. OLS, tobit) performed better than those where
the log of joblessness is linearly related to the rigressors (1og-linear,
accelerated failure time).

Although the switching regressions fuil to fully account for the
endogeneity of notice, they do indicate important differences across
population subgroups. Prior notification leads to relatively large reductions
in nonemployment durations for three categories of special concern — wuarried
persons, household heads, and displaced workers located in regions of high
unemployment —— as well as for highly educated individuals. Intergroup

differences are less pronounced for survey date earnings but endogeneity bias

appears of greater concern. Unfortunately, given the inability of the
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switching model to fully correct for endogeneity bias, we feel safe only in
concluding that the reduced form estimates provide an upper bound on the

potential wage benefits of of prior notification.
7.1 Implications for Policy

Vith the passage of the Worker Adjustment and Retraining Notification
Act, the United States has joined virtually all other industrialized countries
in regulating plant shutdowns and mass layoffs. Given the short period of
time since the law has taken effect, it is too early to assess the degree to
vhich it has changed employer behavior or assisted displaced workers. The
results of this study, however, suggest that the provision of at least 2
months written advance notice is likely to lead to modest benefits for
displaced workers. In particular, these persons are expected to be somevhat
more likely to avoid joblessness and to have slightly higher reemployment
earnings. Nonemployment durations are also substantially reduced for a number
of groups for whom nonemployment is of special concern.

The benefits of advance notice must be weighed against any costs to
employers. Unfortunately, reliable research on the latter is virtually
nonexistent. Despite predictions that customers may disappear, access to
credit markets will be impaired, productivity reduced, or sbsenteeism
increased, the limited information which is available provides little evidence
of any serious negative consequences for busiress. In contrast, the data
show that productivity often xises following the nectice and, in some cases,

notification results in actions which save rather than destroy the plant
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(Berenbeim, 1986; Sutton, 1987). Some European countries provide examples

showing that extremely restrictive labor legislation c=n inhibit employment
growth; however, the Japane;e experience iadicates that substantial advance
notice and economic prosperity eare not incompatible.

On balance, the existing research, including that presented in this
report, lends provisional support to the advance notice legislation passzd in
1988. Beyond any economic consequencers, workers favor mandatory early
notification because they feel it tc be fair, while the corporate sector
expr:sses concern that it represents a first step towards more onerous
government interfercnce. Debate over the proper role of the government role
is 1ikely tc continue. Nonetheless, employment security appears to have
joined child labor, occupational safety, and equal opportunity, as an area
where federal regulation has become an accepted fact. It is therefore
pertinent to ask whether the existing mandatory notice law provides adequate
protection to workers while minimizing costs to firms. .

According to the current statute, most employers are required to provide
60 dsys advance notice of layoffs or plant closings. Exemptions are provided
for: small employers; companies terminating less than 50 workers or those
releasing fewer than 500 workers gnd less than a third of their workforce;
fitms effected by "unforeseeable” business developments, strikes, or lockouts
end those actively seeking new.capital or business or closing plants as the
result of sale of the business or consolidation within the local area;
enterprises offering displaced workers new positions.

These exemptions substantially reduce the number of workers who will

receive prior notice. The vague nature of some of thz exclusions may also

126




-122-

encourage circumvention of the spirit of the law and undermine the attempts of
many business groups to increase the extent of advance notice provided. This
argues for broader coverage and more clearly delineated exemptions.

For example, the small business exclusion should probably be limited to
smaller firms (say those employing fewer than 25 workers) and the threshold at
vhich companies must provide advance notice of partisl plant closings reduced
from 500 to 100 persons. The exclusion for closures due to *unforeseeable”
business developments should be deleted because it is hopelessly difficult to
interprec. Similarly, since one of the express purposes of the law is to make
businesses consider the social costs of worker disiocation which result from
corporate restructuring, it makes no sense to eXempt displacements occurring
because of a business sale or consolidation. Finally, the exemption for
companies seeking new business or capital should be specified in greater
detail or eliminated. To avoid raising costs to businesses, this broader
legislative coverage could be combined with a number of mechanisms to reward
firms meeting mandated standards. For instance, more favorable unemployment
insurance treatment could be granted to complying companies, in combination

with larger increases in UI premiums =i those failing to do so.1

7.2 Directizns for Future Research

1 This would require a more fully experience rated Ul system than
presently erists (around half of all firms currently pay the meximum premium
and so bear .0 extra insurance costs for additional layoffs). Most economists
believe that more complete experience rating is desirable because it would
reduce current government subsidies to firms using large amo.nts of temporary
or seasonal labor.
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The findings discussed in previous chapters suggest a number of
directions for subsequent research. First, more sophisticated attempts need
to be made to control for the endogeneity of advance notice. In particular,
future work should consider whether jobs offering advaunce notice are rationed
in such a way that enterprise characteristics (rather than individual traits)
are of primary impértance in determining notification status. The findings of
such a study would also be likely to lead to a more general understanding of
how the employee/job matching process works.

Second, the techniques by which workers become informed about future
displacements needs to be explicitly modeled. Until this is done, it is be
unclear to what extent advance notice actually provides workers with new
inforra ion. This is particularly important given the evidence that workers
expecting terminations in the absence of advance notice avoid some of the
adjustment problems faced by their formally notified counterparts.’

Third, greater attention should be paid to demographic group variations
in the effects of prior notification. As shown in the analysfg of
nonemployment durations, these differences are far larger than the average
effect. Siwilarly, arguments by proponents and opponents of mandatory advance
notice should focus on the impact for groups over which there is particular
concern.

Fourth, further investigation is needed into how the effects of early
warning vary with the timing of its zeceipt. The preliminary work presented
in this report suggests that benefits are greatest for individuals formally
notified more than 2 months before displacements. An jmportant next step

would involve examining the impact of still lengthier prenotification. This
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would be especially useful since the costs of mandated early warning are
likely to increase considerably when the notification period exceeds 60 days.
Finally, future Displaced Worker Supplements to the Current Population
Survey should be modified in several ways to increase the information
available to researchers. Subsequent surveys should distinguish between
workers expecting job displacements in the absence of prenotification and
those receiving specific verbal announcements of impending job losses. In
addition, the categorical information on the duration of writtemn advance
notice should be replaced by a question allowing a continuous range of
responses. More generally, the DWS would become much more useful with the
incorporation of 2 changes. First, questions on prior enployment conditions
should be asked of some proportion of pondisplaced workers. This would allow
researchers to construct an appropriate control group for the first time.
Second, the survey should be made partially longitudinal by resurveying a
proportion of displaced (and nondisplaced) individuals 2 years in the future.
This would make it possible to obtain considerable additional.information on

the time profile of postdisplacement changes in working and living conditions.
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